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BUDGETING AND ACCOUNTING 


MONDAY, JUNE 4, 1956 


Untrep States SENATE, 
SUBCOMMITTEE ON REORGANIZATION OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10: 05 a. m., in room 457 
Senate Office Building, Senator John F. Kennedy (chairman of the 
subcommittee) presiding. 

Present: Senators John F. Kennedy, Democrat, Massachusetts; 
Norris Cotton, Republican, New Hampshire; and Thomas E. Martin, 
Republican, Iowa. 

Aiko present: Walter L. Reynolds, chief clerk; Miles Scull, Jr., 
professional staff member; Glenn K. Shriver, professional staff mem- 
ber; and Mrs. Kathryn M. Keeney, clerical assistant. 

Senator Kennepy. The subcommittee will come to order. 

We will begin hearings this morning upon S. 3897, a bill to revise 
the Federal Government’s budgeting, accounting, and appropriation 
procedures. 

Its basic objective is to improve financial management within the 
executive agencies and provide more control by the Congress over 
expenditures by the executive branch. 

This bill is cosponsored by my distinguished colleague, Senator 
Payne of Maine, the author of a comparable bill, S. 3199, upon which 
hearings were held by the Subcommittee on Reorganization, March 
20-94, and by 30 other Members of the Senate. 

S. 3897 was drafted by the General Accounting Office in collabora- 
tion with the Department of the Treasury and the Bureau of the 
Budget and members of the Senate Government Operations Com- 
mittee staff to incorporate recommendations submitted to the Sub- 
committee on Reorganization at the earlier hearings upon 8S. 3199. 
S. 3897 directly implements the Second Hoover Commission’s recom- 
mendations relating to budgeting and accounting. 

In effect, it would convert the entire governmental financial struc- 
ture to an annual accrued-expenditures basis as compared to the 
present-obligations system. 

This would be accomplished by requiring that agency budgets be 
determined on a cost basis, that agency accounts be maintained on an 
accrual basis, and that appropriations be made on an annual accrued- 
expenditures basis. 

By converting appropriations to an annual expenditures basis, the 
Congress would appropriate for each fiscal year upon estimates of 
expenditures actually to be made or accrued during that year. This 
would substantially reduce the carryovers of unexpended balances 
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of appropriations which now run into the billions of dollars each year, 
and over which the Congress has little or no control. 

The agencies which have drafted S. 3897 advise that it does not 
impair the present authority of the executive departments to contract 
or make commitments for expenditures in future fiscal years provided 
they meet the existing requirement that advanced approval be obtained 
from the Appropritions Committees of the Congress. 

However, agencies would be required to justify in their annual 
budgets that portion of any long-term contract which accrues in a 
fiscal year, thereby prov iding the C ongress with an annual detailed 
review of the financial operations of each agency. 

The stating of appropriations on an expenditures basis is a revolu- 
tionary change i in the Government’s financial operations which is pro- 
posed by the Subcommittee on Reorganization only after the most 

-areful deliberation and consideration. 

Moreover, it is evident that a change of this significance cannot 
be made instantaneously throughout the Government but that its appli- 
cation will require considerable time, possibly agency by agency over 
a number of years. 

This bill, as noted, has the endorsement of the major financial de- 
partments of the Government. It also has the endorsement of many 
of the Nation’s foremost authorities on budgeting and accounting. 
IT am hopeful that upon the completion of these hearings it can be 
reported favorably to the Senate. 

The first witness this morning will be the distinguished Senator 
from Maine, Senator Frederick G. Payne. Senator Payne, formerly 
Commissioner of Finance, Director of the Budget, and Governor of 
Maine, is an outstanding authority on vovernmental finance. 

Senator, before you proceed, I would like to insert in the record 
a copy of S. 3897, together with staff memorandum No, 842-9, which 
relates to the bill. 

(S. 3897 and staff memorandum No. 84-2-9 are as follows:) 


[S. 3897, 84th Cong., 2d sess.] 


A BILL To improve governmental budgeting and accounting methods and procedures, and 
for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


AMENDMENTS TO THE BUDGET AND ACCOUNTING ACT, 1921 


Sec.1. (a) Section 201 of the Budget and Accounting Act, 1921, as amended 
(31 U. 8. C. 11), is further amended by inserting “(a)” after the words “Src. 
201.”; by changing subsection (a) to subparagraph (1); by adding after sub- 
paragraph (1) a new subparagraph “(2) at such times as may be practicable, 
information on program costs and accomplishments”; by changing subsections 
(b) through (j) to subparagraphs (3) through (11), respectively; and by add- 
ing the following new subsections: 

“(b) The amounts of proposed appropriations referred to in sections 201 
(a) and 208 of this Act shall, to the maximum extent deemed desirable and 
practicable by the President, be determined on an annual acrrued expenditure 
basis. 

“*Annual accrued expenditures’ shall relate to goods and services to be received 
in a fiscal year, advance payments, progress payments, and such other payments 
as are authorized by law to be made in such fiscal year. 

“This subsection shall not apply to appropriations made specifically for the 
payment of claims certified by the Comptroller General and of judgments; appro- 
priations for the refund of Federal taxes and of other moneys erroneously 
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received and covered into the Treasury of the United States; appropriations 
made by private relief Acts of Congress; appropriations for the payment of 
interest on trust funds; revolving funds or appropriations thereto; appropria- 
tions for the payment to former members of the Armed Forces, their dependents 
and beneficiaries, of any benefits to which they are entitled by reason of military 
service; appropriations for the payment of pensions and annuities; appropria- 
tions for the payment of any obligation of the United States for which liability 
is fixed by treaty; and other appropriations or funds analogous to the fore- 
going. 

“(c) The conversion to the use of annual accrued expenditures for stating pro- 
posed appropriations in accordance with section 201 (b) of this Act shall be 
accomplished in such manner and at such times as may be determined by the 
President. 

““(d) As of the end of each fiscal year, the excess of any appropriation or 
fund made on an annual accrued expenditure basis over the accrued expendi- 
tures under such appropriation or fund shall lapse, unless hereafter provided 
otherwise in an appropriation Act of other law. Any remaining balances of 
each such appropriation or fund shall be merged with any appropriation or 
fund made for the same general purpose for the ensuing fiscal year and shall 
constitute a single account.” 

(b) Section 216 of such Act, as amended (31 U. S. C. 24), is further amended 
by inserting “(a)” after the words “Src. 216.” and by adding the following new 
subsections: “(b) The requests of the departments and establishments for ap- 
propriations shall, in such manner and at such times as may be determined 
by the President, be developed from cost-based budgets. 

“(c) For purposes of administration and operation, such cost-based budgets 
shall be used by all departments and establishments and their subordinate 
units. Administrative subdivisions of appropriations or funds shall be made 
on the basis of such cost-based budgets.” 


AMENDMENTS TO THE BUDGET AND ACCOUNTING PROCEDURES ACT OF 1950 


Sec. 2. (a) The Budget and Accounting Procedures Act of 1950 is amended 
by inserting after section 105 thereof the following new section : 


“ACCOUNTING AND BUDGET CLASSIFICATIONS 


“Sec. 106. The head of each executive agency shall, in consultation with the 
Director of the Bureau of the Budget, take whatever action may be necessary to 
achieve, insofar as is possible, (1) consistency in accounting and budget classi- 
fications, (2) synchronization between accounting and budget classifications and 
organizational structure, and (3) support of the budget justifications by in- 
formation on performance and program costs by organizational units.” 

(b) Section 113 of such Act (31 U. 8S. C. 66a) is amended by adding at the end 
thereof the following new subsection: 

“(e) As soon as practicable after the date of enactment of this subsection, the 
head of each executive agency shall, in accordance with principles and standards 
prescribed by the Comptroller General, cause the accounts of such agency to be 
maintained on an acerual basis to show the resources, liabilities, and cost of 
operations of such agency with a view to facilitating the preparation of cost- 
based budgets as required by section 216 of the Budget and Accounting Act, 
1921, as amended. The accounting system required by this subsection shall in- 
clude adequate monetary property accounting records as an integral part of the 
system.” 

(c) Section 118 of such Act is amended by inserting “113. (c)” -after the 
words “section 111”. 


SIMPLIFICATION OF SYSTEM FOR SUBDIVIDING FUNDS 


Sec. 3. Section 3679 (zg), Revised Statutes, as amended (31 U. S. C. 665(g)), 
is further amended by adding at the end thereof the following sentence: “In 
order to have a simplified system for the administrative subdivision of appro- 
priations or funds, each agency shall work toward the objective of financing each 
operating units, at the highest practical level, from not more than one admin- 
istrative subdivision for each appropriation or fund affecting such unit.” 
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REORGANIZATION SUBCOMMITTEE OF THE SENATE COMMITTEE ON GOVERNMENT 
OPERATIONS 


STAFF MEMORANDUM NO. 84-2-9. MAY 26, 1956 
Subject: S. 3897 (Kennedy et al.)—To improve budgeting and accounting meth- 


ods and procedures and for other purposes, to supersede 8. 3199 


This bill was drafted by representatives of the General Accounting Office, in co- 
operation with officials of the Department of the Treasury, the Bureau of the 
Budget, and the staff of the committee. 


PURPOSE 


The bill is intended to amend the Budget and Accounting Act of 1921, and tne 
Budget and Accounting Procedures Act of 1950, in order to permit (1) the submis- 
sion of budgetary requests for appropriations on an annual accrued expenditure 
basis, (2) the excess of appropriations on an annual accrued expenditure basis 
over accrued expenditures to lapse, and the remaining balances transferred to a 
single account at the end of each fiscal year, (3) the agencies to prepare and exe- 
cute their budgets on a cost basis, (4) the head of each agency to bring about 
consistency between accounting and budget classification, (5) the synchronization 
of the accounting and budget classification with the organization structure, (6) 
support the budget justifications by information on performance and program 
costs by organizational units, (7) each agency to maintain its accounts on an 
accrual basis showing resources, liabilities, and operating costs, (8) integrate 
property accounting records with the financial accounting system, and (9) each 
agency to simplify its accounting so as to finance its operations from a single 
appropriation or fund. 

The bill specifically excludes the application of the annual accrued expenditure 
concept to requests for appropriations for the payment of certified claims, tax 
refunds, private relief acts, interest on trust funds, revolving funds, pensions, pay- 
ment to former members of the Armed Forces, their dependents, and other simi- 
lar appropriations for which the submission on an accrual basis would not serve 
any useful purpose. 


HOOVER COMMISSION RECOMMENDATIONS 


The Commission on Organization of the Executive Branch of the Government 
made 25 specific recommendations in its Report on Budget and Accounting, with 
the objective of bringing about improvement in the formulation and preparation 
of budgetary requests for appropriations, the improvement and integration of the 
budget with the accounting system, and to make possible better management of 
fiscal and operating programs of the departments and agencies of the Government. 

This bill is intended to implement eight of the recommendations submitted by 
the Commission, which it was determined would require legislative action by the 
Congress before they can be placed in effect. 

The following tabulation contains a digest of each section of S. 3897 together 
with the specific recommendations which will be implemented by the sections 
indicated : 

S. 3897 RECOMMENDATION 


Section 1: No. 4: 








Sec. 201 (a) of Budget and Account- 
ing Act of 1921. Submission of budget 
on program costs and accomplishments. 


(b): 
Requests for appropriations shall be 
submitted on accrued expenditure basis. 


(ce): 


That the executive budget continue to 
be based upon functions, activities, and 
projects adequately supported by infor- 
mation 9n program costs and accom- 
plishments, and by a review of perform- 
ance by organizational units where 
these do not coincide with performance 
budget classifications. 

No. 7: 

That the executive budget and con- 
gressional appropriations be in terms 
of estimated annual accrued expendi- 
tures, namely, charges for the cost of 
goods and services estimated to be 
received. 

Do. 
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S. 3897 


Conversion to accrued expenditure 
basis be made as determined by the 
President. 

(d): 

Lapsing of appropriations and con- 
solidation of balances in a single ac- 
count for payment of delayed bills. 


Sec. 216.(b) of Budget and Account- 
ing Act of 1921.7 

Requests for appropriations shall be 
developed from cost-based budgets, as 
determined by the President. 
(ec): 
Cost-based budgets shall be used by 
agencies and subordinate units. Ad- 
ministrative subdivisions or funds shall 
be made on the basis of such cost-based 
budgets. 


Section 2: 

Sec. 106 of the Budget and Account- 
ing Act of 1950. 

(a) Agency heads shall bring about 
(1) consistency _in accounting and 
budget classification, (2) synchroniza- 
tion of accounting budgeting and organ- 
ization, and (3) support of budget 
justifications with performance and pro- 
gram costs by organizational units. 


Section 113 of 1950 act: 
(b): 

Agency heads shall maintain accounts 
on an accrual basis to show resources, 
liabilities and operating costs.’ 


Integrate monetary property account- 
ing records with the financial account- 
ing system. 


Section 3: 

Simplify the allotment system, and 
finance each operating unit, from not 
more than one administrative sub- 
division for each appropriation or fund 
affecting such unit. 


AND ACCOUNTING 


RECOM MENDATION 


No. 17: 

That each department and agency be 
authorized to maintain a single account 
under each appropriation title or fund 
for controlling the amount available 
for the liquidation of valid obligations. 
No. 6: 

That executive agency budgets be 
formulated and administered on a cost 
basis. 


Nos. 3 and 6: 

That for management purposes, cost- 
based operating budgets be used to de- 
termine fund allocations within the 
agencies, such budgets to be supplemen- 
ted by periodic reports on performance. 

That the executive agency budgets be 
formulated and administered on a cost 
basis. 

Nos. 4 and 5: 

That the executive budget continue to 
be based upon functions, activities, and 
projects adequately supported by infor- 
mation on program costs and accom- 
plishment, and by a review of perfor- 
mance by organizational units where 
these do not coincide with performance 
budget classifications. 

That the agencies take further steps 
to synchronize their organization struc- 
tures, budget classifications, and ac- 
counting systems. 

Nos. 14 and 16: 

That Government accounts be kept 
on the accrual basis to show currently, 
completely and clearly all resources and 
liabilities, and the costs of operations. 
Furthermore, agency budgeting and 
financial reporting should be developed 
from such accural accounting. 

That the executive agencies acceler- 
ate the installation of adequate mone- 
tary property accounting records as an 
integral part of their accounting sys- 
tems. 

No. 13: 

That the allotment system be greatly 
simplified. As an objective each oper- 
ating unit should be financed from a 
single allotment for each appropriation 
involved in its operations. 


COMPARISON OF 8S. 3897 WITH 8S. 3199 


This bill differs from S. 3199, on which the subcominittee held hearings on 
March 21, 27, and 28, 1956, in the following respects : 

(1) 8S. 3199 would have required the Bureau of the Budget to prepare com- 
prehensive operating reports showing the financial results of the departments 


and agencies. 


1 Subsec. (a) not amended. 


During the hearings on S. 3199, the agencies recommended against 
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incorporating this requirement in the law, because part of this objective is 
already accomplished, and, further, that the President should have some dis- 
cretionary authority regarding the data needed for explaining and justifying 
the budget. 

(2) Section 1 (c) of S. 3199 would have required the Bureau of the Budget 
to place budget or fiscal experts in each department or agency for the purpose 
of coordinating information, to act as liaison officers to keep the Bureau cur- 
rently informed on the formulation of the budget, and to act as advisers or 
contact for integrating hte execution of the budget and financial program in 
each agency throughout the year. 

The hearings developed that, to some extent, this has been or is now being 
done by the Estimates Division of the Bureau. There was general’ agreement 
that legislation was not required for this purpose, and that it could be carried 
out administratively by the Bureau of the Budget. 

(3) Section 2 (ec) of S. 3199 provided for establishing a Staff Office of Ac- 
counting in the Bureau of the Budget to be in charge of an Assistant Director 
for Accounting. During the hearings on this measure there was general agree- 
ment that legislation was not required to effectuate this recommendation, but 
that the President could establish a staff office of accounting under existing 
authority of law. 

On April 29, 1956, the White House issued a press release stating that “steps 
have already been taken” to implement Hoover Commission recommendation 
No. 1 with respect to improving the Bureau’s mangerial and budgeting functions, 
and recommendation No. 10, by the appointment of Mr. Percy Rappaport as 
an Assistant Director in charge of a new Staff Office of Accounting. 

On May 10, 1956, the President sent a special message to Congress (H. Doc. 
No. 401) stating that he has taken steps to intensify efforts in the executive 
branch implementing the Commission recommendations, by the establishment 
and use of modern accounting methods and for the improvement of budget 
presentation and control. On May 10, 1956, the President submitted a supple- 
mental request for an appropriation in the amount of $405,000 to cover the esti- 
mated cost of expanding the staff resources of the Bureau of the Budget in order 
that the Bureau may provide more active leadership in the advancement of 
administration in the executive agencies. 

(4) S. 1899 provided that the Director of the Bureau of the Budget and 
the Comptroller General make a joint study of the accounting and internal audit- 
ing procedures with a view of eliminating duplicating or overlapping account- 
ing procedures. This requirement was omitted from the revised bill (8S. 3897) 
as being unnecessary since the joint accounting improvement program has been 
actively carrying out this objective and assisting in the development and adoption 
of improved accounting, auditing and financial reporting systems and procedures. 
The joint accounting improvement program was initiated on recommendations 
of this committee, in 1948, and was provided with sufficient statutory authority 
for its continuance by an amendment to the Budget and Accounting Procedures 
Act of 1950, as recommended by this committee during the Sist Congress. 

(5) The revised bill. S. 3897, contains a provision for stating appropriations 
on an accrued expenditure basis, as proposed in recommendation No. 7 of the 
Hoover Commission, and concurred in by the General Accounting Office. This 
requirement is included in section 1 (b) of the revised bill together with ex- 
planatory data showing that annual accrued expenditures shall relate to goods 
and services to be received in a fiscal year, advance payments, progress payments, 
and such other payments as are authorized by law to be made in such fiscal year. 

GLENN K. SHRIVER, 
Professional Staff Member. 


Senator Kennepy. Will you proceed, Senator ? 


STATEMENT OF HON. FREDERICK G. PAYNE, A UNITED STATES 
SENATOR FROM THE STATE OF MAINE 


Senator Payne. Thank you, Mr. Chairman. 

Mr. Chairman, I will be very brief this morning. 

Needless to say, it is a great privilege for me to have had the oppor- 
tunity to join as a cosponsor with the distinguished chairman of this 
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subcommittee in connection with this bill on which hearings are being 
held today. 

I would like at this point, for purposes of brevity, to place in the 
record a statement that I have prepared in regard to the measure under 
consideration. 

Senator Kennepy. Without objection it is to so ordered. 

(The prepared statement submitted by Senator Payne is as 
follows :) 


STATEMENT OF HON. FREDERICK G. PAYNE, A UNITED STATES SENATOR FROM THE 
STATE OF MAINE 


Mr. Chairman, distinguished members of the subcommittee, it is a great privi- 
lege for me to appear before you today in full support of S. 3897 to improve 
budget and accounting procedures in the Federal Government pursuant to the 
recommendations of the second Hoover Commission. This bill, as you know, is 
the successor to 8. 3199 which I introduced early in this session of Congress. 

Since this committee considered 8S. 3199 in March, President Eisenhower and 
Director of the Bureau of the Budget Percival Brundage have given strong 
endorsement to the recommendations of the Hoover Commission in this field. 
The Bureau of the Budget in a statement of April 29, released by the White 
House, indicated its general approval of practically all of the Commission’s 
recommendations, and it indeated that in many areas it was moving forward 
to implement those recommendations by administrative action. The obvious 
determination of the Bureau of the Budget indicated that it could proceed to 
implement the proposals without legislative action. The obvious determination 
of the Bureau of the Budget to proceed to carry out certain phases of the Com- 
mission’s report has caused the omission from this bill of certain provisions 
which were included in 8S. 3199. I will indicate these later in my statement. 

On May 10 the President sent to Congress a message endorsing the Commis- 
sion’s budget and accounting recommendations and urging the enactment of 
legislation necessary for their implementation. In this message he said: 

“These recommendations of the Commission have been studied extensively by 
the executive branch with a view toward identifying all possible actions that 
can be taken to strengthen the administration of the executive agencies. I have 
already approved plans developed by the Director of the Bureau of the Budget 
to intensify efforts of the executive branch toward that objective. These plans 
include actions to accelerate the establishment and use of modern accounting 
methods, improved budget presentations, and controls. I consider it desirable 
and necessary that the executive departments and agencies actively and fully 
participate in carrying out these plans. 

“The actions being taken by the executive branch to put many of the Com- 
mission’s proposals into effect will require close coordination with the legislative 
branch and merit the support which the Congress should and can provide. I 
urge that the Congress seek the early enactment of appropriate legislative pro- 
visions to support the major objectives of the Commission’s recommendations.” 

I strongly believe that 8S. 3897 is in complete conformity with the President’s 
message and that its enactment would further his objectives. 

Probably the most important and far-reaching provision of this bill is section 
1 (a). This would amend the Budget and Accounting Act of 1921 to provide that 
recommended appropriations for all departments and agenvies be presented on 
an annual accrued expenditure basis. This means that each year the President 
would request Congress to appropriate the amount of money required by an 
agency or department to pay for goods and services to be ) eceived in that year, 
and to meet advance payments, progress payments, anc. other payments as 
authorized by law to be made in such fiscal year. 

This would mean a significant modification in the present practice of request- 
ing appropriations from Congress. At present the President requests and Con- 
gress makes available sums of money to be obligated in a given fiscal year or over 
a period of fiscal years without direct reference to when the accrued expendi- 
tures actually occur (liquidation of obligations can follow the period during 
which funds are available for obligation). As a consequence of this practice 
large unobligated or unexpended balances have been built up by various 
departments. 
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With such large unexpended balances in the hands of departments and agen- 
cies (primarily: Department of Defense and International Cooperation Admin- 
istration) Congress is not in a position to control the actual expenditures of the 
Government in any given year or the actual surplus or deficit in any given year, 
because the appropriations that it makes specifically for that fiscal year alone do 
not determine what the executive branch can expend in that year. Actually in 
any year a very large proportion of the expenditures will be out of funds pre- 
viously appropriated. For example, over $25 billion of the Government’s expendi- 
tures in 1956 are being made out of funds appropriated for earlier years. If 
Congress is to regain control over the level of expenditures it must modify the 
present practice of making available to agencies funds that will be dispersed 
over a period of many years. By providing that appropriation requests be made 
on the basis of annual accrued expenditures, this bill will do much to attain this 
necessary objective. 

Obviously, it would be impossible to carry out this provision at once in all 
agencies, since most of them have not developed accounting systems that permit 
them to determine their actual accrued expenditures in any given year at the 
time when the budget is prepared. Extensive improvements in Government 
accounting are required before this section can be put into effect throughout the 
Government. As a consequence this amendment to the 1921 act specifically 
provides that this change in procedure should be made only “to the maximum 
extent deemed desirable by the President.” Further, it would amend section 
201 (b) of the Budget and Accounting Act to provide that this “shall be accom- 
plished in such manner and at such times as may be determined by the 
President.” 

To make effective the presentation of requests for appropriations on the basis 
of annual accrued expenditures, it will be necessary for Congress to change its 
methods of handling many long-lead-time items such as aircraft, ships, or public 
works. At present, for example, when Congress provides for a program of large 
bombers that make take 4 to 5 years to complete, it, at the very outset, makes 
available to the department concerned authority to obligate sufficient funds to 
cover the cost of the entire program all at one time. Under this proposed modifi- 
cation, with annual appropriations being only sufficient to liquidate accrued 
expenditures incurred in the year concerned, Congress will have to grant to 
agencies that have programs involving long-time-lead items (Defense and the In- 
ternational Cooperation Administration) authority to make contracts that will 
run for a number of years. After such authority has been given, Congress will 
appropriate each year only the funds needed to cover the costs actually accrued 
that year and nothing more. The authority to make long-term contracts can 
readily be provided through the present system of passing legislation authoriz- 
ing projects separate from appropriations legislation. 

Such changes in appropriation procedure will in effect increase congressional 
control over expenditures rather than lessen it. It will have two opportunities 
to examine a program of expenditures. Congress will exercise control first 
when it authorizes an agency to make a contract commitment. Second, it can 
exercise a subsequent check or review when it appropriates the funds required 
to meet the aecrued expenditures that will be incurred during a given fiscal year. 
If progress under the contract is much slower than anticipated when it was 
authorized or if the goods delivered have been defective, Congress can cause 
the agency to present an explanation and it can, if need be, provide for the 
cancellation of the contract. 

Thus it is clear that the practice of making appropriations on the basis of 
annual accrued exp nditures will increase rather than decrease congressional 
control over the purs::. 

Obviously, in insti uting this improved system, there will be a period of transi- 
tion wherein execut ve agencies will both be disbursing funds actually appro- 
priated by Congress .n previous years to meet the full cost of a program, and be 
making at the same time long-term contracts under which Congress in future 
years will appropriate only sufficient money each year to provide for that year’s 
accrued expenditures. The need for such a transitional period will in no way 
reduce the desirability of the proposal. 

By leaving it up to the President to determine when this proposal is to be put 
into effect for any given agency or appropriation item, a degree of flexibility is 
provided. Some agencies could almost at once switch over to this new basis, 
for example, the Bureau of the Mint or the Atomic Energy Commission for its 
major appropriations. For other agencies much work would have to be done, 
and, of necessity, the date of the transition will have to be postponed. 
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A necessary prerequisite to a system of appropriations designed to liquidate 
only annual accrued expenditures is the use of cost-based budgets. Section 1 (b) 
of this bill provides that agency requests to the Bureau of the Budget and to 
Congress should be transmitted in the form of cost-based budgets in such manner 
and at such times as the President determines. If the program budget provided 
for the Congress in the Budget and Accounting Procedures Act of 1950 is to 
become a reality the budgets of agencies must be based upon the cost of their 
various programs and not merely on the funds desired for obligation in any fiscal 
year for those programs. The development of cost-based budgets is an essential 
element in making performance or program budgeting effective. 

Without a cost basis any performance budget is necessarily weakened. In 
any given fiscal year the cost of a given program of an agency will not necessarily 
be the same as the obligations incurred. To some extent the agency might con- 
sume inventories already on hand at the beginning of the fiscal year. Money 
spent during a given fiscal year might be used to acquire inventories that will 
remain available for future years. For some agencies the difference between 
cost-based budgeting and a budget based on obligations will be relatively small. 
Certainly this is true for bureaus and agencies that involve primarily the use 
of personnel as, for example, the Bureau of Labor Statistics in the Department 
of Labor; but for others, such as the Air Force or the Bureau of Reclamation, 
the difference will be significant. 

Some critics contend that a cost-based budget will not yield to Congress all the 
material that it desires and needs in order to appropriate money wisely. The 
mere fact that the budgets of agencies are based upon the cost of their various 
programs does not mean that those agencies will not have available and should 
not supply to Congress a breakdown of costs on the basis of the major objects 
of expenditures such as personnel, transportation, procurement, rent, ete. A 
cost-based budget will supply to Congress more and better material than it has 
ever had before. -It will put the budget officers of departments and agencies on 
the spot, since with them Congress will be able to say, “A year ago you said the 
cost of a given program would be so much and actually the figures at the close of 
the fiscal year show that it cost much more. How did that happen?’ 

For a cost-based budget to be effective the basic accounts of departments and 
agencies must be kept on an accrual basis showing the cost of operation of 
specific programs together with the resources available for them and the liabilities 
involved. Section 2 (b) of this bill provides that accounts should be kept on an 
accrual basis showing the cost of operations together with the resources and 
liabilities involved. Accounts of all agencies should be kept on this basis as 
soon as possible after the enactment of this law. The bill provides that the 
principles and standards to be applied in developing such accounts shall be 
determined by the Comptroller General. Here again it will not be possible to 
establish accrual accounting for all agencies at once. Some leeway has to be 
allowed for the development of such improved accounting. 

The mere fact that accounts are to be kept on an accrual basis does not mean 
the end of all forms of obligational accounting throughout the Government. 
Obviously, every agency still will have to maintain an accounting check on obli- 
gations to insure that it does not expend more funds than Congress made avail- 
able to it, but this involves no major duplication of accounts. 

The existence of accounts on an accrual basis showing all costs and resources 
as well as liabilities will enable the Bureau of the Budget and Congress to exer- 
cise an intelligent management control over executive departments and agencies. 
It will make available the type of information that any business requires for 
effective management. For example, when such material is available, compari- 
sons can be made between the cost per bed of operating the various hospitals of 
the Veterans’ Administration; likewise, comparisons can be made of the costs of 
operating hospitals of various agencies—for instance, the Army and the Navy. 
If it is found that the cost of one hospital is surprisingly high as compared to 
the cost of another, the Bureau of the Budget and the Appropriations Committees 
can then demand an explanation. Without adequate cost data effective manage- 
ment control is impossible. 

Some sections of S. 3199 are not included in this bill because it is now apparent 
that these recommendations of the Hoover Commission are being implemented by 
Executive action. For example, this bill contains no provision concerning the 
creation of a Staff Office of Accounting in the Bureau of the Budget. The reason 
for this omission is that after S. 3199 was introduced Mr. Brundage, the Director 
of the Budget, appointed Mr. Rappaport as Assistant Director for Accounting. 
It is my belief that the Bureau intends to become the spearhead in the improve- 
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ment of accounting systems in the executive branch of the Government. As a 
result, it would not seem legislative requirement is needed. 

Neither does this bill contain any provision directing the Bureau of the Budget 
to station its examiners in the various departments and agencies on a semiperma- 
nent basis. To a significant degree the Bureau has examiners visiting the 
departments. These men have established extensive contacts with the agencies 
they handle. The Bureau feels that it would not be sound administrative prac- 
tice to station these men on a regular basis in the department concerned. 

Nor does the bill contain a provision requiring all departments and agencies to 
have an Office of Comptroller. Many agencies already have members of their 
staff that perform this function. The Bureau of the Budget has indicated that 
it considers it undesirable to create such an office by statute. However, it is 
highly desirable that the function be performed by all agencies, and under the 
supervision of the Bureau of the Budget all agencies should develop methods of 
providing this important function consistent with their organizational structures. 

I believe that this bill implements the major recommendations contained in 
the Report of the Commission on Organization of the Executive Branch of the 
Government that require legislative implementation. By this I mean that it will 
establish a legislative basis for those recommendations for which such a basis is 
imperative, either because the law does not now provide a legal basis for such 
activities on the part of the executive branch or because legislation is needed in 
order that the agencies concerned will understand that Congress desires that 
they improve their budget and accounting procedures pursuant to these principles 
spelled out by the Commission. 

As a consequence I strongly urge that the Committee on Government Opera- 
tions favorably report S. 3897 at the earliest opportunity so that action on this 
very important matter can be completed during this session of Congress. 

Senator Payne. Mr. Chairman, just let me conclude by saying that 
the 2 provisions that are in this legislation under consideration are, 
I believe, 2 of the most important matters that this Congress will 
have before it this year, because it will enable the Federal Govern- 
ment to finally get down to a basis of placing its fiscal house in order, 
which has been sadly needed for a long, long period of time. 

As I indicated on the floor of the Senate not too long ago, and not 
in any way detracting from those who have served previously in the 
offices, it is fortunate in my opinion that we do have at the head 
of the 2 most important agencies of our Government relating to 
fiscal matters, persons who have a thorough, complete understanding 
of the accounting structure that this Government should proceed 
under, and it so happens that they are the first 2 qualified public 
accountants who have ever held these offices. 

Now I am referring of course to the Honorable Joseph Campbell 
who is Comptrolled General of the United States, and Percival 
Brundage, who is Director of the Bureau of the Budget. 

It is the first time in the history to my knowledge, and I have done 
some research on it, that these agencies have ever been headed up 
by men who are exceptionally well qualified, in fact eminently quali- 
fied to develop the proper type of accounting structure that this 
Government has sadly needed for many, many years, and as a result 
of their efforts and their work and the wholehearted support that 
they have given to this legislation that is under consideration, it is 
my hope that the Congress will back up the chairman of this com- 
mittee and those who are interested in this legislation, and see that 
this forward step is taken that will help to put this house in order. 

Finally, let me say that no words of gratitude and appreciation 
could be more deeply expressed than those that I want to pay to Mr. 
J. Harold Stewart, the Chairman of the Hoover Commission Task 
Force on Budgeting and Accounting. That group, under his direc- 
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tion, did a very outstanding bit of work and all who have participated 
in this certainly will live, I hope, to see many aaa take 
place in the years ahead that will prove conclusively the benefits that 
can come to our Government by the establishment of the type of 
fiscal procedures to which Mr. Stewart, as Chairman of this group 
has given such a great deal of work. Mr. Stewart is to be highly 
commended for the work that he has put into this, and I know that 
his dad is also very interested in it. 

As the chairman well knows, I got my start in the accounting field 
largely through the kindness of Mr. Stewart’s father. I want to take 
this opportunity to thank the chairman very much indeed for the 
privilege of being here, and to give my wholehearted and enthusiastic 
support to this legislation, which I hope will become law before this 
Congress adjourns. 

Thank you very much. 

Senator Kennepy. Senator, I certainly am most appreciative of 
your assistance. 

You initially introduced legislation on this to implement the recom- 
mendations of the Hoover Commission and that was the basis for 
the present legislation. We are most appreciative to you for your 
remarks of today and for your previous testimony on this subject. 

Senator Payne. ‘Thank you very much. 

Senator Kennepy. The next witness will be Senator Barrett of 
Wyoming. 


STATEMENT OF HON. FRANK A. BARRETT, A UNITED STATES 
SENATOR FROM THE STATE OF WYOMING 


Senator Barrerr. Mr. Chairman, I appreciate the opportunity of 
appearing here, particularly following my colleague and good friend, 
Senator Payne. 

I, too, want to congratulate the chairman on his splendid work in 
bringing out this legislation. 

I appreciate the opportunity to appear here this morning and asso- 
ciate myself as cosponsor of the legislation presently before this 
subcommittee. 

I have long been a strong supporter of the Hoover Commission rec- 
ommendations—not only in the field of Government budgeting and 
accounting procedures, but also as they relate to other segments of our 
vast Federal Government. 

For the past two decades we have watched our Federal Government 
grow to almost unbelievable proportions. Those proposing this enor- 
mous expansion in the ciateal Government contend that we must keep 
pace with the rapid social, cultural, and economic growth of this Na- 
tion. Pursuant to the expansion in our Federal Government, laws 
have been enacted for new procedures in Government operation, all de- 
signed to provide more and better service to the people of this country, 
although it must be admitted that many of these services could well 
be curtailed. 

It seems to me that this subcommittee is now considering important 
legislation which will have the effect of providing for the American 
people a sound and realistic program for budgeting the spending of 
Government funds. The Federal Government does not create any new 
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wealth ; it merely expends that which it exacts from the people through 
taxation. 

The formation of the bipartisan Hoover Commission several years 
ago came about as a result of widespread belief that there needed to 
be an injection of new ideas and methods in «+ iovernment operations, 
because it was apparent that established procedures were fostering 
tremendous wastes in Government spending and Government costs. It 
was generally considered that what this country needed was more busi- 
ness in Government and less Government in business. The field of 
budgeting and accounting is only one of the many fields or areas into 
which the Hoover Commission made investigations. 

It has been made apparent by the findings of the Hoover Commis- 
sion that Congress does not have an effective control over Government 
expenditures: that there is no direct and effective control over costs; 
that the use of capital funds has created an area of Government spend- 
ing which is escaping congressional review. As a result, the Congress 
does not have control of the purse; and, to my way of thinking, | it is 
imperative that such control be regained completely by the Congress. 
It has been pointed out in the findings of the Hoover Commission that 
nearly one-fourth of the total budget of the Federal Government is 
not under the control of Congress. 

Mr. Chairman, during the course of the past few years, and more 
especially since the publication of recommendations of the new Hoover 
Commission, I have received hundreds of letters from people in my 
State urging the adoption of Hoover recommendations. Many of 
these have expressed a favorable interest to the recommendations re- 
garding budgeting and accounting procedures. I have reviewed the 
several bills which have been introduced during this session of Con- 
gress relating to budgeting and accounting procedures and am in gen- 
eral agreement with the objectives of those which are before this 
committee. 

I believe, however, it is most important that we now proceed along 
the lines of S. 3897, as introduced by Senator Kennedy and cospon- 
sored by over 30 other Senators, including myself. I am convinced 
that placing the entire Government financial structure on an annual 
accrued expenditures basis will permit a much closer supervision by 
Congress over Government spending and costs. 

This important step will, I believe, insure the American citizen that 
his Government is operating on a wise and sound financial basis and 
is getting maximum use of his tax dollar. I am likewise certain that 
the implementation of the procedures prescribed by this legislation will 
effect great savings in Government costs to the people of this country. 

Therefore, I am most happy to join with other Members of the Sen- 
ate in cosponsoring this legislation, and again, I appreciate the oppor- 
tunity to appear before this committee and to express my support of 
this legislation. 

Thank you very much, Mr. Chairman. 

Senator Kennepy. Thank you, Senator, and we appreciate your 
support of the bill. 

Senator Bennett ? 
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STATEMENT OF HON. WALLACE F. BENNETT, A UNITED STATES 
SENATOR FROM THE STATE OF UTAH 


Senator Bennerr. Mr. Chairman, I appreciate the opportunity of 
appearing to speak in support of S. 3897 of which I was a cosponsor, 
and to congratulate the subcommittee on undertaking finally to come 
to grips with this very fundamental problem. 

My statement is very brief. It will take me about 6 minutes to read, 
and I can either read it or put it in the record without comment, de- 
pending on the pressure under which the subcommittee is operating. 

Senator Kennepy. Senator, whichever would be easier for you. 

Senator Bennert. I realize that the subcommittee may have a full 
session this morning. 

Senator Kennepy. Yes. Well, if you would care to put it in the 
record, Senator, and if there is anything you want to add to it orally, 
that would be fine. 

Senator Bennerr. I think the statement speaks for itself and I will 
be very happy to save the subcommittee’s time. 

Senator Kennepy. Thank you very much. 

The subcommittee appreciates your testimony very much. 

(The prepared statement submitted by Senator Bennett is as 
follows :) 


STATEMENT BY Hon. WALLACE F. BENNETT, A UNITED STATES SENATOR FROM THE 
STATE OF UTAH 


Mr. Chairman, and distinguished members of the subcommittee, I appreciate 
the opportunity of appearing before you today in support of §S. 3897, a bill to 
improve Federal budget and accounting procedures, pursuant to certain recom- 
mendations of the Second Hoover Commission. 

This fiscal procedures measure is the successor to 8. 3199, which was intro- 
duced by the distinguished Senator from Maine, Mr. Payne, which I was happy 
to ecosponsor. That bill was designed to carry out the majority of the Hoover 
Commission recommendations in the area of Federal budget and accounting pro- 
cedures. Included in the measure were certain recommendations which could 
have been implemented by executive action, but which at that time had not 
been adopted. Also the bill did not include an important Commission recommen- 
dation to the effect that the President's budget and congressional appropriations 
be stated in terms of annual accrued expenditures rather than in terms of obli- 
gated authority as is presently the case. 

Shortly after the hearings on 8S. 3199 by this committee last March the Director 
of the Bureau of the Budget announced the adoption of certain of the Hoover 
budget and accounting recommendations, including some of the provisions of 
S. 3199. I was most pleased to see the administration move so rapidly to imple- 
ment those proposals that could be accomplished without legislative action. 
The administration’s ac tion is, I understand, one of the reasons we are now con- 
sidering a new bill, 8S. 3897, which I was happy to join with the distinguished 
chairman and Senator Payne in sponsoring, rather than preparing amendments 
to 8S. 3199. 

At the time this committee considered S. 3199, it was thought that any pro- 
vision for making the President’s budget and congressional appropriations on 
an annual accrued expenditure basis shoull be deferred until a foundation of 
sound fiscal reporting was established. Senator Payne strongly urged that the 
committee give careful consideration to the inclusion of such a provision in the 
bill, and that the feasibility of adopting the annual accrued expenditure pro- 
vision be examined. The Bureau of the Budget and the General Accounting 
Office have both expressed the desire that such a provision be included in the 
bill. I am pleased that it is now included in the bill now before the committee. 

Our present system, involving as it does, the obligation of sums of money in 
a given fiscal year or over a period of fiscal years without direct reference to 
when the accrued expenditures actually occur, has resulted in building up large 
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unobligated or unexpended balances in the various departments of Government. 
I understand approximately $25 billion which the Government will spend dur- 
ing 1956 will come from funds appropriated in earlier years. 

By requiring that the President’s budget and congressional appropriations be 
stated in terms of annual expenditures rather than in terms of obligated authority 
I feel that Congress would be able to exert much greater control over the purse- 
strings of Government spending. Certainly it would make it possible for the 
Congress to examine anew the effectiveness of programs needing the appropriation 
of funds that year, even though the program in question had been authorized at 
an earlier date. 

Since such a sweeping change in our budgeting procedures will no doubt require 
extensive improvements in departmental accounting before it can be effective, I 
think it was good judgment to specifically provide that this change in procedure 
should be made only “to the maximum extent deemed desirable by the President.” 
In view of the President’s message to Congress on May 10, endorsing the Hoover 
Commission’s recommendations in this area and urging enactment of legislation 
necessary for their implementation, I am confident that this change will be made 
in the various departments as rapidly as possible. 

The work done by the Hoover Commission on the problems which exist in 
our Federal budget and accounting procedures was particularly heartening to 
me. I am happy that the Congress will have the opportunity to put these money 
and timesaving recommendations in operation. I strongly urge that the Com- 
mittee on Government Operations favorably report 8. 3897, so that we may enact 
these recommendations during the present session of Congress. 

Senator Kennepy. The next witness will be the Hon. Percival F. 

srundage, Director of the Bureau of the Budget, accompanied by 
Mr. Percy Rappaport, Assistant Director for Accounting, and Mr. 
William J. Armstrong, Chief of the Accounting Group. 


STATEMENT OF PERCIVAL F. BRUNDAGE, DIRECTOR; ACCOMPANIED 
BY PERCY RAPPAPORT, ASSISTANT DIRECTOR FOR ACCOUNTING; 
AND WILLIAM J. ARMSTRONG, CHIEF, ACCOUNTING GROUP, 
BUREAU OF THE BUDGET 


Mr. Brunpace. Good morning, Senator. 

This is Mr. Rappaport, the Assistant Director for Accounting, and 
Mr. Armstrong. 

Senator Kennepy. Would you care to proceed ? 

Mr. Brunpace. We have already submitted, Mr. Chairman, the 
report of the Bureau of the Budget on your bill, which I think you 
probably have copies of, and I think it covers the points. Would you 
like me to go over them ? 

Senator Kennepy. Yes. 

Mr. Brunpace. Section 1 (a) of the bill provides that appropriations 
be determined on an annual accrued expenditure basis to the maximum 
extent deemed desirable and practicable.by the President. Appropri- 
ations on this basis would cover goods and services to be received in 
a fiscal year and would also include amounts necessary for advance 
payments, progress payments, and such other payments as are author- 
ized to be made in such fiscal year. 

We believe that this change would have many advantages both for 
the legislative and the executive branches. 

Senator Kmennepy. Would you just give us how that would work 
as a practical matter / 

Mr. Brunvacr. Well, the principal point is that it would follow 
more closely the common business practice. It would involve some 
kind of authority for long-lead-time items, but the budget would 
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then present what was expected to be spent in the next fiscal year, and 
would give Congress a double chance, first, when the authorization 
for the long-le: 1d-time items was presented, to review the program, 
and then, second, to review the proposed expenditures eanertiatel in 
advance of the year in which goods and services are to be delivered. 

Senator Kmnnepy. Do you feel that that would present any prob- 
lem, would make anyone reluctant to enter contracts with the Govern- 
ment any more than they are today ? 

Mr. Brunpace. I don’t think so; no. 

Senator Kennepy. In other words, there is the possibility the Con- 
gress might refuse to appropriate money—at least in theory—to com- 
plete a job? 

Mr. Brunpaae. I personally don’t think that they would, Senator 
Kennedy. It seems to me that as soon as it was appreciated just. what 
the purpose and intent of this change was, that business would 
accept it. 

I believe that modifications of the contract authorization procedure 
have been used before, but at that time we did not have the other 
accounting background which we hope and intend to have. 

When you have the accounts of the Government on an accrued 
expenditure basis, then I think it will be very easy to get everyone 
concerned to see the desirability of this switch, and that is w hy I think 
the proposals in this bill are sound, that the President be given dis- 
cretion to put it in effect over a period of years, we would not propose 
doing it immediately. We want to get the accounts on a sound basis 
first. 

Senator Krmnnepy. In other words, you feel a firm doing business 
with the Government, with a contract which is supposed to last for 
a number of years, would have as much security under this system 
when the money has to be appropriated separately each year as they 
would have with the money appropriated at one time and expended 
over a period of years. 

Mr. Brunpaage. I do, because it would go before the same committee 
you see. This would go before the Appropriations Committee, for 
the contract authority, and we feel under the present law that the 
Appropriations Committee has the authority to allow contracts to be 
made without the immediate appropriation of funds. 

However, it is being made a little more specific in this bill. 

Senator Kennepy. In other words, there is really not greater secu- 
rity as one of the questions brought up—for firms doing business 
with the Government under the present system than there would 
be under this new system ? 

Mr. Brunpace. I feel that way. 

Senator Krennepy. There is no greater risk than would be taken 
under existing procedures ? 

In other words, they would be given as much protection under 
this system as they are under the present system, is that correct? 

Mr. Brunpace. Well, there is a little feeling under the present 
operation that when the Congress has appropriated the money, that 
then the Treasury is more obligated to pay than if you had the con- 
tract authority only. However, I believe this is largely psychological 
because contracts today under appropriated funds contain cancellation 
clauses and it is our feeling in discussion with businessmen that as 
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soon as they operated under this basis, all of their doubts would be 
removed. 

Senator Corron. May I ask a question, Mr. Chairman ? 

Senator Kennepy. Yes. 

Senator Corron. During this period of transition, assuming this 
bill passes, would it mean that certain departments, would be oper- 
ating under one system and other departments under the other, and 
could it mean a considerable duplication and extra bookkeeping be- 
cause of this period of transition ? 

Mr. Brunpace. I don’t think so, Senator. 

Our proposal is to put the accrual accounting system in one de- 
partment after another which would support the budget estimates on 
the new basis. I believe the transition can be made on a gradual basis 
without duplication or extra bookkeeping. 

Senator Corron. That is it would go by units? 

Mr. Brunpace. Yes, that is right. 

Senator Corron. So that each department or each bureau would 
ve 





Mr. Brunpace. We have a number of departments now where part 
of their operations are on an accrued expenditure basis. The Corps 
of Engineers and the Bureau of Reclamation, for example, have ac- 
crual accounting but some other parts of the departments are not on 
that basis. 

Senator Corton. If this bill passes what happens to the present 
carryover balances which are estimated at a very large sum, perhaps 
$48 billion or somewhere in that vicinity ? 

What happens to those balances ? 

Mr. Brunpace. Well, we would not have that canceled but we would 
have it worked out. 

Under the new procedure there would be contract authorizations. 
But the obligation carryover should not be anything like that I think 
in total amount. 

Senator Corron. What do you mean that you would not cancel it 
but you would have it worked out ? 

I mean would this nullify the outstanding definite appropriation 
obligation carryover, or would you go through the period of time 
necessary to take up the slack ? 

Mr. Brunpace. There would be a period of time when it would be 
gradually diminishing, sir, yes. 

Senator Corron. That would be quite a long period? 

Mr. Brunpace. I think in 10 years it ought to be possible. 

Senator Corron. Just one other thing, Mr. Chairman. 

I did not mean to interrupt you at this time. 

Would it be possible to furnish the subcommittee with either a 
simple chart or a memorandum that would take 1 or 2 specific appro- 
priations and show us just exactly the impact, the effect this bill would 
have on those specific appropriations, how they were handled before, 
and how they would be handled now? 

Mr. Brunpace. I would be glad to, sir. 

Yes, we can do that. 

(The chart requested by Senator Cotton was submitted to the Com- 
mittee by the Bureau of the Budget by letter dated June 21, 1956. 
See appendix A, p. 348.) 


Senator Kennepy. Would you continue? 
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Mr. Brunpace. I think we have covered the accrued expenditure 
basis pretty thor oughly i in answer to the questions you have raised. 

‘A new subsection 201 (b) in the bill provides that certain types of 
appropriations are not subject to the accrued expenditure basis. 
Those are generally appropriations covering payments which by 
reason of law are required to be made, payments out of working funds 
and things like that. 

New subsection 201 (c) provides desirable flexibility for the transi- 
tion to the accrued expenditure basis, which we have just been dis- 
cussing. 

New subsection 201 (d) provides at the end of each fiscal year for 
appropriations made on an accrued expenditure basis, that the dif- 
ference between the actual accrued expenditures for the year and the 
amount of the appropriation would lapse, and the amount if any rep- 
resenting accounts payable would be merged with the appropriation 
or funds for the same general purpose for the ensuing fiscal year, 
and constitute a single account. 

That means that where the appropriation was made for a year and 
the orders were placed and deliveries made, but all of the ‘amounts 
had not been paid in cash by the Treasury, they would be treated as 
an ordinary accounts payable and carried forward into the next year. 
In other words if they had actually ordered the goods, and they were 
delivered, then it would be carried forward as an ordinary accounts 
payable. 

Section 1 (b) of the bill adds two new subsections which together 
provide for the use of cost-base budgets. 

At the present time four : appropriations are included in the Presi- 
dent’s budget on a cost basis, and in 37 other cases cost-base budgets 
are pr esented in the budget justification material. They are prepared 
by the departments and. presented to us as part of their justification 
for expenditure, but they are not included in the budget Spoement. 

We are, Mr. Chairman, in agreement with the bill as it is now 
drafted. 

We believe it gives effect to the major recommendations of the 
Hoover Commission on Budget and Accounting, and has our full 
support. 

Senator Kennepy. How as a practical matter would it be more eco- 
nomical for the Government if this new system went into effect and 
we gave the Government the right to make long-term contracts? At 
the present it is possible to make appropriations which can go on for 
a long period of time. 

What is really the difference as far as Government spending is 
concerned, between making a contract for a certain amount and 
actually appropriating the money for that amount at one time? 

Mr. Brunpage. Well, when you have your new obligs ational author- 
ity voted. by the Appropr iations Committee and the Congress, they do 
not necessarily obligate all of the money in the budget year. A part 
of these large carryover balances very often relates to specific items 
in which there have been changes and such funds have been used in 
connection with the revisions. 

While if you get a contract authority it would be possible to obtain 
better control. 

Senator Kennepy. In other words, if the Defense Department were 
making a contract for a certain type of plane and the Government 
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decided not to buy those planes, it could use the money for another 
type of purchase and under the proposed system it could not; is that 
right 

Mr. Brunpace. In my opinion, it would correct the present situa- 
tion and Congress would have better control. 

Senator Kennepy. Do you feel that that would be restricting the 
agencies unduly ? 

Mr. Brunpace. Well, I would rather you heard from Defense about 
it. I personally don’t think it would; no. 

Senator Corron. I seem to recall from my days on the Appropria- 
tions Committee in the House that under the present system many 
times appropriation would be made on an estimate of what a fairly 
long-term project was going to cost, and then after 2 or 3 years they 
would come back and say it was going to cost more than they antici- 
pated and they had used it all up and the project was only partially 
completed and they had to have some more. 

Under this system if the money is not furnished or promised or 
obligated by Congress until the contract is made, it would put an end 
to that sort of thing largely; would it? 

Mr. Brunpace. Well, I would hope so, Senator; yes. 

Mr. Rappaport, Asssistant Director, has been working out and is 
working out the details on this operation. 

Perhaps you would like to comment on that question. 

Mr. Rarparort. I am just trying to see if I can explain it in simple 
terms here. 

Senator Corron. It will have to be simple if I am going to under- 
stand it. 

Mr. Rappaport. Well, it seems to me that under the present system 
the difficulties that you just described do exist; that is, you discover at 
a certain point in time that you have spent all the money and have not 
finished the job. 

You come back for more money in that case. 

Now, under the proposed idea of appropriations, an appropriation 
would be made on an annual basis, that is, for an amount equal to the 
requirements projected for the ensuing year, and in that way any 
difference would not be very significant. 

We would not have in those instances large discrepancies. The 
money and the performance would be closely related because of the 
short period of time involved and it could pretty well be seen what 
was going to happen in that period. 

Senator Corron. Well, suppose the Navy is building an expensive 
carrier that takes a number of years to build and it runs into a large 
sum of money. 

Do you mean that they only can make contracts for a portion of it 
for each year ? 

Cannot they contract ahead for the whole sum ? 

Mr. Rappaport. Oh, yes; they could have contract authority for 
more than a year, but it would be reviewed at the end of each year as 
to the position that existed then with respect to each contract. 

Mr. Brunpace. You see, as this carrier is now being built, Congress 
does not have another chance to look at it, because you have appro- 
priated, we will say, $60 million or $160 million, and you don’t have 
another look at it until the $160 million is spent. 
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In this case they come in with an estimate of $160 million and you 
give them contract authority for $160 million. Then you estimate it 
is going to cost $5 million the first year and $10 million the next, but 
each year they come in with a new estimate as to the total cost. 

So after you have spent, we will say, $25 million and they come in 
and they ask for $50 million the next year and they say, “Well, we find 
it is going to cost $250 million instead of $160 million,” then you can 
have another look and say, “Well, perhaps we ought to convert it into 
an auxiliary or something like that.” 

I don’t think that you will be able to stop altogether these bad 
estimates. I think it is inevitable as prices go up, as conditions change, 
that you will have mistakes in judgment, it is human nature, but I 
think this ought to help, Senator. 

Senator Corron. In this carrier, if it begins to cost so much that 
a congressional committee says you had better convert this into an 
auxiliary, what happens to the private contractor? I am afraid I 
don’t know much about the technicalities—he has proceeded with the 
expectation that this is going to take 5 or 6 years to build and it is all 
going to be built and has entered into a contract. 

As Senator Kennedy asked sometime ago, what happens to this 
private contractor if a congressional committee on this looksee from 
year to year decides that it is costing too much and wants to stop 
it? 

Mr. Brunpace. Well, he will have a contract for $160 million and 
not for $280 million, and it would have to be a negotiated settlement, 
as it would in any cancellation today. 

Senator Corron. So reverting again to Senator Kennedy’s question, 
there is at least some slight element of insecurity for the person or 
corporation with whom the Government department is contracting 
under this new system that is not present under the old ? 

Is that a fair statement ? 

Mr. Brunpace. Well, I don’t personally think that a contractor 
who bas assigned contract by the Government to construct a carrier for 
$160 million would be any worse off than the same contractor who 
had received an appropriation and had signed the same contract. 

Perhaps there is some little difference in psychology, but I doubt 
if there would be any difference in law. 

Senator Corron. In practice ? 

Mr. Brunpage. Yes. 

Senator Corron. Just one more question. 

You told me, referring again to these present $48 billion of carry- 
over balances, you find it might take 10 years to take up the slack on 
those. 

That means that in your opinion it would take a matter of 10 
years to actually put the system under this bill into operation if the 
bill is passed ? 

It seems to me to be quite a period. 

Mr. Brunpace. It would be my guess, and it is only a guess, it would 
take about 5 years to put the accounts on accrual cost basis, and that 
we would then thereafter take about another 5 years in order to clean 
up all of it 

Senator Corron. Gather up all of the remnants ? 

Mr. Brunpace. Yes; that is right. 
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I don’t know whether Mr. Armstrong has any comment on that. 

Mr. Armstrong is our staff member who has been in charge of the 
accounting group. 

Mr. Armstrrone. As Mr. Brundage has indicated, some agencies 
have accrual accounting now, and there are some others that could 
start in the not too distant future on this basis, but it would have to 
be worked out on a gradual basis with accrual accounting installed 
in those places where it is not in effect today. 

Senator Kennepy. It seems to me this would place a much heavier 
burden on you and on the Appropriations Committees who would have 
to do with reviewing each year rather than letting the agency itself 
do the direct supervision and the reviewing of each project as it went 
along. 

Do you feel that that is correct ? 

Mr. Brunpace. Well, it will take a little more staff, yes. We would 
not expect to build up a large staff like the General Accounting Office, 
which has of course a tremendous volume of detail auditing review 
work to do. 

Senator Kennepy. In our conversations as I said, Mr. Brundage, I 
was impressed by the limited number of people the Bureau of the 
Budget does have working for it in view of its responsibility. 

Will you repeat that figure ? 

Mr. Brunpace. We have 410 on our staff and we are asking for 
another 30 of professional staff. 

It is a relatively small increase, but it is awfully hard to get the 
right type of people that we are trying to get, so we would rather 
take our time about it and do it gradually. 

Senator Kennepy. Just a last question. 

Is it your feeling that this would result in not only more efficiency 
but in greater economies in Government ? 

Mr. Brunpace. I do, yes. 

Senator Kennepy. Of a substantial nature ? 

Mr. Brunpace. Well, it is awfully hard to estimate the savings. 
The Hoover Commission estimated savings at a certain percentage 
of the total expenditures, and they said that business has found that 
by improving their accounting, and reporting, and by better control, 
they can save between 5 and 10 percent of the total. That is the 
way they made their estimate. But I would hesitate to say how 
much. Ithink it would be substantial. 

Mr. Rappaport. I would like to say at that point that the savings 
would come about through better management by officials of the 
agencies. The real benefit would come from cost accounting and 
accrual accounting. 

Senator Krennepy. Because the responsibility would be on them 
more directly than it is at the present time ? 

Mr. Rarpaporr. Exactly, and they would have a better tool with 
which to operate than they now have. 

Senator Corron. And there would be closer and more constant 
supervision both by your agency and by the congressional committees ¢ 

Mr. Brunpace. That is right. 

Senator Corron. This may be a foolish question, if so, it is not the 
first one I have ever asked—what would it do to the actual physical 
appearance of the budget ? 
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I know the budget now is a Sears, Roebuck catalog. 

Would this make the budget more, or less, complicated ? 

Mr. Brunpace. I would hope it could be made considerably less 
complicated. 

Senator Kennepy. Thank you very much, gentlemen. 

The next witness will be the Honorable Joseph Campbell, Comp- 
troller General of the United States, accompanied by Mr. Robert F. 
Keller, Assistant to the Comptroller General, Mr. Karney A. Bras- 
field, Asistant to the Comptroller, and Mr. John W. Moore, attorney, 
General Counsel’s Office. 

Do you have a statement ? 

Would you care to proceed ¢ 


STATEMENT OF JOSEPH CAMPBELL, COMPTROLLER GENERAL OF 
THE UNITED STATES, ACCOMPANIED BY ROBERT F. KELLER, 
ASSISTANT TO THE COMPTROLLER GENERAL; KARNEY A. BRAS- 
FIELD, ASSISTANT TO THE COMPTROLLER GENERAL; AND JOHN 
W. MOORE, ATTORNEY, GENERAL COUNSEL’S OFFICE, GENERAL 
ACCOUNTING OFFICE 


Mr. Camppsetyi. I have, Mr. Chairman, and I would like to read it 
right through. 

It is about 10 pages. 

We appreciate the opportunity to appear before you to endorse the 
provisions of S. 3897. This bill, which is an outgrowth of the hear- 
ings before your subcommittee in March on S. 3199, contains the leg- 
islative provisions necessary for the effective implementation of the 
recommendations contained in the budget and accounting report of 
the Hoover Commission. 

Certain recommendations pertaining to the settlement of claims 
and the relief of accountable officers have been covered by legislation 
already enacted or being separately considered. 

In summary, the provisions contained in this bill are designed to 
accomplish two broad objectives: 

1. To improve financial administration in the executive branch; and 

2. To substantially strengthen congressional control over the finan- 
cial affairs of the Federal Government. 

Fully effective financial administration requires the use of many 
tools. It cannot be accomplished solely by legislation. However, 
legislation can be most helpful by establishing congressional objectives 
and in creating a framework within which continuing improvements 
will be greatly stimulated. 

We regard S. 3897 as an essential step to pave the way for the ac- 
complishment of the much-needed improvements recommended in 
the budget and accounting report of the Hoover Commission. 

There may be some who would recommend that you take only a 
partial step in current legislation in view of the need to develop more 
adequate programing, budgeting, and accounting in certain areas be- 
fore the full and final objectives can be reached. 

It is our view that action will come more quickly if the ultimate 
objectives are adopted as a matter of congressional policy now, with 
the full recognition that implementation must necessarily be under- 
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taken through an evolutionary approach over a considerable period 
of time. 

By the same token, it is apparent that all procedural questions can- 
not be completely answered except by specific application of the under- 
lying principles cases by case. 

Here a again, if the decision to move forward were to be delayed pend- 
ing detailed consideration of every eventuality the chances for cur- 
rent progress would be slim. 

If present practices were highly effective, a reluctance to accept 
changes would be understé indable. How ever, the lack of cost data 
to adequately support past actions and proposed plans in many situ- 
ations, and the huge unexpended balances to which the formal proc- 
esses of congressional control do not apply, furnish ample evidence of 
the need for improvement. 

There is one other general observation which seems appropriate. 
We think that it should be clearly understood that, in order to obtain 
full benefit of the Hoover Commission recommendations, the new 
methods of control recommended should not be merely superimposed 
upon the present fund controls which have often been employed ad- 
ministratively in a manner which handicaps rather than helps in the 
effective exercise of management responsibility. 

Nothing could be further from the intent of the recommendations 
as we understand them. A fresh and constructive viewpoint based on 
a willingness to accept new ideas, appropriately adapted to the par- 
ticular situation involved, is essential if progress is to be made. 

S. 3897 sets forth congressional policies and objectives which would 
be put into practice by the executive agencies under rules and pro- 
cedures to be developed by the Bureau of the Budget and, in some 
cases, by the Comptroller General. 

In other words, the bill would prescribe no hard and fast procedures 
and the practical aspects would need to be worked out in collaboration 
with the agencies in the same general manner as other similar pro- 
visions of law are now applied. 

Moreover, there must necessarily be an evolutionary approach to 
the attainment of the objectives contemplated by the bill. 

Section 1 (a) of the bill adds a new subparagraph to section 201 
of the Budget and Accounting Act of 1921 to provide that the contents 
of the annual budget shall include information on program costs 
and accomplishments in such form and detail as the President may 
determine and at such times as he may consider practicable. 

Such information should permit the Congress to give consideration 
to both the relative size of programs and the question of economy and 
efficiency, as proposed in the first part of recommendation No. 4 of 
the Hoover Commission report. 

It is in terms of accomplishments and their costs, and not merely 
in terms of appropriations and obligations thereunder, that the Presi- 
dent and the Denaeaee can most readily determine what the real costs 
were and what was obtained for those costs. 


ANNUAL ACCRUED EXPENDITURE BASIS OF APPROPRIATIONS 


Section 1 (a) also adds a new subsection 201 (b) to the Budget and 
Accounting Act of 1921. This authorizes the submission to Congress 
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of requests for proposed appropriations on the basis of the amounts 
of annual accrued expenditures, to the maximum extent deemed de- 
sirable and practicable by the President. 

New subsection 201 (c) provides that the timing of the conversion 
to the annual accrued expenditure basis for stating proposed ap- 
propriations shall be accomplished at the discretion of the President. 

This change in the basis of appropriations can provide improved 
control over costs and expenditures if the companion tools of accrual 
accounting and budgeting on a cost basis are effectively installed by 
the executive agencies. 

The annual budget surplus or deficit is measured by the difference 
between annual receipts and expenditures. Establishing a direct cor- 
relation between annual appropriations and expenditures vests in the 
Congress and the President a much greater opportunity to control 
the level of operations during a particular budget year on the basis 
of conditions existing in that year. 

This would mean the elimination of the vast carryover balances now 
available for expenditure at the discretion of the executive agencies. 

As matters now stand, Congress has little control over spending 
once the funds are voted, and the President has limited control over 
spending after apportionments of authority to incur obligations are 
made by the Budget Bureau to the agencies. 

The present situation stems from the fact that congressional control 
through appropriation authorizations and Budget. Bureau control 
through apportionments are both stated in terms of authority to obli- 
gate r ather than budgeted work plans for the cost of goods and services 
estimated to be received by the agencies. 

Aside from the question of improved control, the annual accrued 
expenditure basis of appropriations affords a better means of obtain- 
ing information needed in relating past accomplishments to present 
perfomance and future plans Under the obligational basis of appro- 
priations the information supplied to the President and the Congress 
through the budget process is in terms of obligations (contracts, ‘etc, ) 
issued, unissued, and planned for issue. 

This does not measure currently the cost of progress or performance. 
It is only when a program is totally completed that obligations ap- 
proximate costs and then only if all resources have been consumed. 

Under the annual acrued expenditure basis of appropriations, Con- 
gress would require and be supplied with data as to costs in relation 
to annual periods, the accomplisments obtained and to be obtained for 
those costs, and the inventories and other assets on hand, as well as the 
new money required to carry on the program. 

It is sometimes asserted that expenditures are the inevitable result 
of the granting of obligational authority. Although some form of 
authorization preceds the actual expenditure of funds it is not in- 
evitable that the amount of appropriations made in terms of obligat- 
ing authority becomes the measure of ultimate expenditures. 

The large carryover of unexpended appropriations under the pres- 
ent method is an obvious example in point. 

An examination of the present-day practices in the long lead-time 
area (for example, in procurement, construction, and research and 
development) involving extensive reprograming, a multitude of 
changes in engineering plans and specifications during the period of 
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production of many items, and similar factors, disclose the many 
changes made after obligating authority has been granted. 

Because of these inherent factors in the operations involved, cost 
budgets, teamed with appropriations on an accrued expenditure basis, 
would require a type of continuing budget presentation that would 
bring out the adequacy of management “planning or the lack of it 
and would give the Congress an opportunity to have a voice in setting 
the level of operations from year to year. 

It is inherent in an accrued expenditure basis for budgets and ap- 
propriations, as provided in this bill, that congressional authority be 
granted as necessary for the advance planning which precedes the 
phase of operations covered in an annual accrued expenditure appro- 
priation. 

The Hoover Commission noted this necessity in its discussion pre- 
ceeding is recommendation No. 7. However, we believe tht the neces- 
sity for forward planning authorizations should be determined by 
the Congress as circumstances may warrant. 

This authority has been exercised in the past by the Congress in 
the form of “contract authorizations” but it is significant that both 
“contract authorizations” and subsequent appropriations “to liquidate 
contract authorizations” were stated in terms of obligational 
authority. 

Under the annual accrued expenditure basis of appropriation the 
initial authorization would be stated in terms of broad authority to 
make commitments, whereas the annual appropriations would be 
stated much more definitely in terms of accrued expenditures as 
specific plans are developed. 

It is essential that the initial authority, which may cover a for- 
ward period sometimes as great as 5 years or more, be in the most 
flexible terms and requests for such authority obviously cannot be 
supported with detailed plans. 

On the other hand, as these plans take shape in succeeding years 
much more precise planning and appropriations are practical when 
stated in terms of accrued expenditures. 

Thus, the use of contract authority, when considered by the 
Congress to be necessary in connection with the proposed annual 
accrued expenditure basis of appropriation, is not, nor need not be, 
viewed as a return to prior practices during the period when con- 
tract authorizations were prevalent and significant weaknesses were 
apparent. 

The need for contract authority, or any other form of obligational 
authority, in conjunction with annual appropriations on the accrued 
expenditure basis is limited to the areas of operations where forward 
contracting is required to provide an orderly flow of product. It 
is not required in operations concerned primarily with salaries, al- 
lowances, travel cn es and other current administrative expenses. 

In view of the substantial changes that would be required in many 
agencies to place into effect the ¢ accrual accounting and cost budget- 
ing practices necessary to support appropri iations on an annual ac- 
crued expenditure basis, we endorse proposed subsection 201 (c) 
which permits flexibility in the timing of the change in the method 
of stating appropri iation requests, 





; 
4 


ee eee 


des 


EE ek? Sy 




















{ 


¥ 
% 


Gubhee. mie 


Prater Aten, 


oe ithe mes 


alle: ie ils sabi 





BUDGETING AND ACCOUNTING 275 


It is believed that it is essential to approach such a change on the 
basis of individual programs or appropriations rather than any sweep- 
ing across-the-board plan. 

First of all, the successful use of these practices presumes a basic 
foundation of adequate accounting and the ability to program effec- 
tively. These fundamentals do not exist in a number of “significant 
areas. To endeavor to adopt the annual accrued expenditure basis 
of appropriation before the groundwork is laid for it could only lead 
to confusion and unsatisfactory results. 

Moreover, the greatest advantages to be attained are in the areas 
of operations involving long lead-time commitments, such as in major 
procurement, construction, and research and development. 

These appropriations are relatively few in number and it is logi- 

cal to prove the value to Congress and the executive branch of the 

veviend practices in such areas before extending the practices, gov- 
ernmentwide, in the areas where the advantages to be gained are 
significantly less. 

"The selection of areas to be converted and the timing of the changes 
should be a matter of mutual determination between the C ongress, 
the Budget Bureau, and the individual agency. 

Inac hange of this magnitude, there is s little to be gained and much 
to be lost by making uniformity across the board the criterion for 
adoption. 

Subsection 201 (d) is an essential part of the annual accrued ex- 
penditure basis of appropriation to provide that funds not required 
to finance work performed during a fiscal year shall cease to be avail- 
able after the end of that fiscal year. 

It is inherent, however, under an accrued expenditure method of 
financing that liabilities must be recognized as work is performed. 

This subsection permits the portion of the appropriation repre- 
sented by liabilities for work performed but unliquidated by June 30 
of any year to be carried forward and merged, for payment purposes, 
with the appropriation of the ensuing year. 


COST-BASED BUDGETS 


Section 1 (b) of S. 3897 amends the Budget and Accounting Act, 
1921, by adding new subsections 216 (b) and ( c) to provide for the use 
of cost-based budgets in requests for and establishment of appropria- 
tions, and in the administration and operation of the departments 
and establishments and their subordinate units. 

As previously indicated, the basic need of the President and the 
Congress is adequate factual data as a basis for decision making. The 
facts furnished to the President and the Congress can be no better 
than those available to the management for its own purposes, that is, 
the needs of the two for financial and operating data, alt though ditfer- 
ing as to extent of detail, are entirely compatible. 

They require, in our opinion, data which relates accomplishments 
and future work plans to costs in terms of total resources consumed 
and to be consumed, and to the resources available in the form of 
inventories and other assets as well as to new money or authority 


needed. 
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This type of budget data emphasizes control of total resources on 
hand and their use, rather than the present emphasis in Government 
budgeting on spending authority. 

We, therefore, endorse the use of cost-based budgets, to the fullest 
extent practicable, as a principal necessity in developing a more mean- 
ingful reporting structure to provide full disclosure of agency opera- 
tions, assets, and liabilities and to provide effective management 
control. 

In using the term “cost-based budgets,” we understand it to have 
equal application to capital acquisitions and construction as it does to 
day-to-day operations. For example, a cost-based budget for a pro- 
curement activity would relate to the cost of the items being procured 
or the cost of producing an article or a service. 

Cost budgeting need not be restricted to consumption operations. 
However, in considering consumption operations, there is obviously a 
limit to which the concept can be carried and continue to have a 
practical value. 

For example, careful consideration would need be given to the ex- 
tent to which the inclusion of depreciation as a cost would serve a use- 
ful purpose in the presentation of budgets to the Congress. 

This is particularly true with respect to the activities of the Depart- 
ment of Defense. The value and utility of cost-based budgets are cer- 
tainly not dependent upon the application of depreciation concepts to 


military hardware. 
ACCOUNTING AND BUDGET CLASSIFICATIONS 


Section 2 (a) of the bill is intended to achieve, insofar as possible, 
clarity in patterns of financial management in the executive agencies. 
Our previous comments on the annual accrued expenditure basis of 
appropriation and cost-based budgets are equally applicable to this 
section. 

Programing, budgeting, accounting, and reporting must be on con- 
sistent terms in each executive agency if programs are to be adequately 
evaluated and judged at all times, from the initial stages of projection, 
through planning and operation, to completion, in relation to their 
costs and accomplishments and the organizational units involved. 

The attainment of these important objectives will require close co- 
operative working relations between the General Accounting Office, 
the Budget Bureau, and the individual agencies. 

We are prepared to contribute our best efforts to this end. 


ACCRUAL BASIS OF ACCOUNTING 


Section 2 (b). The maintenance of accounts on an accrual basis, 
provided by this section, is one facet which is essential to the accom- 
lishment of the objectives set forth in other sections of the bill. It is 
in the use of the accrual basis, to the fullest extent appropriate, that 
accounting can make its greatest contribution to full disclosure of and 
control over all assets, liabilities, income, expenditures, and the results 
of operations of the executive agencies. 

Experience under the joint accounting improvement program 
clearly indicates the advantages of the accrual basis when applied to 
significant items. 
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Our statement of accounting principles provides for the appropriate 
use of this method of accounting. We believe its use should be ex- 
panded throughout the Government. 

We also believe that adequate monetary property accounting records 
must be kept as an integral part of accounting systems maintained on 
the accrual basis to supply the financial information regarding prop- 
erty accumulations and uses required by executive agency management 
and the Congress. 

The provisions of this bill concerning the annual accrued expendi- 
ture basis of appropriations, cost budgeting, consistency and syn- 
chronization of budget, accounting, and organizational patter ns, and 
the simplification of the allotment system will, individually and col- 
lectively, provide great stimulation to the establishment of appro- 
priate accrual and cost accounting in the executive agencies. 


SIMPLIFICATION OF SYSTEM FOR SUBDIVIDING FUNDS 


Section 3. The simplification of the allotment system for allocating 
funds as proposed in section 8 of this bill is sound and most desirable. 

The existing unwarranted subdivisions of funds is one of the 
greatest deterrents to improved financial management. We believe 
that administrators may be willing to forego the voluminous and 
detailed type of control associated with many present allotment sys- 
tems when accounting systems have been installed to provide costs 
as a basis of operating control. 

Better programing tied in with improved accounting through the 
development of budgets based on costs, as proposed by this bill, should 
serve to answer this problem. 

Senator Kennepy. That statement is very helpful, Mr. Campbell. 

On page 5 it says: 

Although some form of authorization precedes the actual expenditure of funds 
it is not inevitable that the amount of appropriations made in terms of obli- 
gating authority becomes the measure of ultimate expenditures. 

I wonder if you could explain that in some detail. 

In other words, your point is that these unexpended balances under 
the present system indicate that the amount of money appropriated 
is not actually a good indication of the amount to be expended ? 

Mr. CAMPBELL. ~My feeling is that the estimates were probably made 
honestly, but there have been errors, and the result is that there may 
be large accumulated balances available in certain projects, just as 
conversely there may be overruns in other projects. 

Senator Kennepy. Well, now, under the present system there is 
some fluidity as far as moving appropriations from one specific area 
to another within, say, the Department of Defense. 

It does not have to come b ot to Congress for a supplemental appro- 
priation every time it makes a Chatine’ in design or engineering ? 

Would it have to under the proposed system ? 

The testimony of Mr. McNeil before indicated it might have to come 
back frequently for supplemental appropriations under the suggested 
system. 

Mr. Camppett. I am not sure I know what he means. 

I have not seen his statement on that. But I think when Deferise 
comes in for appropriations, they could cover that by some form of 
general authorization. 
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Senator Kennepy. But the point is that under the present system 
the control goes completely to the agency rather than being kept by 
the Congress or the Bureau of the Budget because there is this large 
amount. of unexpended unobligated balances which can be, at least 
to some degree, moved from a project which at least was in the 
Congress’ mind when the money was appropriated; is that correct? 

Mr. Campseti. That is my view. 

Senator Kennepy. This statement on page 6 at the bottom: 

Thus, the use of contract authority, when considered by the Congress to be 
necessary in connection with the proposed annual accrued expenditure basis of 
appropriation, is not, nor need not be, viewed as a return to prior practices 
during the period when contract authorizations were prevalent and significant 
weaknesses were apparent. 

I wonder if you or one of your staff could just illuminate on that 
period prior to 1950? 

Mr. Campse.y. Mr. Brasfield might answer that. 

Mr. Brasrrevp. I think I might ‘elaborate on that in this way: In 
the prior period when contr acting authority was used, both the a ppro- 

riation and the contracting authority were on an obligational asis. 

here was not a follow-through provided in the ordinary or logical 
budget process to review that authority. It was deemed then as being 
almost inevitable that once contracting authority was granted, appro- 
priations must follow. 

That need not be the case, and having the appropriations on an 
annual accrued expenditure basis gives C ongress the tools to review 
both the contracting authority and the followup on it in appropria- 
tions. 

In other words, this system as proposed in this legislation contains 
the elements of an orderly review by Congress each | year of both the 
planning aspect and the actual grant of authority to expend funds. 

Senator Kennepy. Which was not 

Mr. Campsett. Which was not a part of the prior process. 

Senator Kennepy. Do you feel the question of depreciation on De- 
partment of Defense items is going to be a problem ? 

You made reference to that at page 9, particularly down in the 
middle of the page. 

Mr. Camepsett. Mr. Chairman, we referred to it merely because 
there might be some fear that in using an accrual basis where deprecia- 
tion ordinarily is an essential factor it might be applied across the 
board in defense hardware particularly, and, of course, we just don’t 
think that would be necessary. 

Senator Kennepy. In other words, this accrual system would not 
apply as far as depreciation is concerned on the Defense Department’s 
items which might have a military significance and therefore the de- 
preciation would be abnormal ? 

Mr. Campse.t. The difficulty of keeping track of it would not be 
worth the operating results—would not be worth while in helping the 
management. 

Senator Kennepy. Because that cannot be done in the case of those 
items ? 

Mr. Campsecu. No, that is not an argument against it. 

Senator Kennepy. The last question is this. 

On page 11: 


The simplification of the allotment system for allocating funds as proposed 
in section 3 of this bill is sound and most desirable. 
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The existing unwarranted subdivisions of funds is one of the greatest deter- 
rents to improve financial management. 

I wonder if you could expand a little on that sentence and tell us 
a little more about the existing unwarranted subdivision of funds. 

Mr. Campse.u. Well, we have a feeling that it is overdone and is 
a very almost primitive way of keeping record of what you are doing. 

I think perhaps Mr. Brasfield might wish to speak of a particular 
case. 

Mr. Brasrietp. The essential difference in the goal that this legisla- 
tion seeks is that the allotment control and the control of new money 
would be handled by those folks who are concerned with spending new 
money. 

But the use of resources in day-to-day operations would fall on the 
manager who is using men and materials, and there you would use 
cost control and not an allotment control. 

In other words, he is not the one who uses that dollar in the first 
instance in many cases. He is using supplies that have already been 
bought, that are already in possession of the department or agency. 

In the case of manpower and salaries paid currently, it is essentially 
the same. ‘There is essentially no difference. 

But as would be used in business, it is the shop foreman or the 
working supervisor who is charged with the responsibility of getting 
efficiency out of the men and materials that he uses from day to day. 

That is the type of cost control that this bill would make possible 
with the allotment control being simplified at broader levels where the 
contracts are entered into in the first instance, where the materials are 
purchased in the first instance. 

It would offer a great deal of opportunity for simplification and 
actually much better cost control. 

Senator Kennepy. Would you give the subcommittee a practical 
example of the present system and the system which would be in effect 
under this bill? 

Mr. Brasrrevp. There have been instances and which are, as a mat- 
ter of fact, referred to in the Hoover Commission report where the 
subdivision of funds are so great, so numerous that the manager be- 
comes administrator of little pots of money. 

Senator Kennepy. I wonder if you could just give us a more con- 
cise and working example. 

Mr. Brasrireip. Well, I think probably one of the most understand- 
able examples has been in a field organization where the commander 
or the head of the field office is given his money in a number of differ- 
ent allotments, an allotment for travel, an allotment—it could even go 
so far as for long-distance telephone calls, an allotment for salaries of 
people, a separate allotment for overtime, all of those things. He has 
to then run and look at each one; they theoretically even go look to see 
whether he can make a long-distance telephone call, go look at his 
money to see whether or not he has enough money in that particular 
slot to make a long-distance telephone call, as opposed to being put in 
charge of the operation and saying now you line up your budget on the 
basis of the way you propose to conduct this operation. 

As long as you stay within that budget you are considered within 
the administrative bounds of the responsibilities we assign to you. - 
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Senator Kennepy. So that instead of an allotment being made for 
all long-distance calls all over the country at all bases and the sep- 
arate allotment for all food all over the country for all bases, the base 
would be given a total budget or it would be up to the commanding 
officer to make up the budget for the whole base ? 

Mr. Brasrrevp. That is right. 

Senator Kennepy. That would make the problem more compli- 
cated actually from the point of view of the central authority. It 
might make the base commander’s problem easier but from the point 
of view of maintaining control over the expenditures, you would have 
this basic problem of different bases in different areas of the country 
with different costs. 

Would it really make the problem at the top any easier? 

Mr. Brasrretp. It would be simpler in this respect, that the appro- 
priation is not splintered and fractured into those elements. 

It is now administratively divided after the appropriation is 
granted on a broad basis by the Congress, so that the problem is one 
created administratively and not by the appropriation structure to 
begin with. 

Senator Kennepy. Wait, I did not understand that. 

Will you tell me again now? 

Mr. Brasrrevp. Dividing the money up into these different elements 
by which it will be spent is an administrative decision in the first 
instance. 

Senator Kennepy. In the Department of Defense, for example? 

Mr. Brasrrevp. In any department. 

Senator Kennepy. When the Congress appropriates money for 
the management of this base—in the last analysis that may be what 
they are doing—then you mean the point is they appropriate for the 
entire base or at least the Department of Defense or the Bureau of 
the Budget does and then it is broken up along the line into the var- 
lous categories. 

Mr. Brasrieitp. Administrative discretion is much broader than 
that. 

The appropriation by the Congress would be in such broad terms 
as maintenance and operation of the Army or the Air Force, not even 
by a single base, so that the opportunities for simplification in the 
control of the flow of new dollars is an administrative problem rather 
than a congressional one, so that the extent to which authority is dele- 

ated and the manner in which it is fractured and splintered in the 
Sebigpetioas is an administrative problem, and that is why this legis- 
lation states it in terms of objectives, that the objective is to simplify 
that and give the manager the opportunity to control through costs 
rather than the flow of new dollars. 

Senator Corron. What guide does the Committee on Appropriations 
have under that kind of system in making the overall appropriation 
for maintenance and operation of the Army, if it is one vast lump sum, 
without knowing how it is going to be divided between bases, how it 
is going to be divided as between food supplies and travel and telephone: 
and what not ? 

How on earth can the Committee on Appropriations have any idea 
of what the Secretary of Defense is asking for, or whether it is reason- 
able or udrindonable? 
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Mr. Campsetu. I would like to answer that, Senator, by saying that 
in the justifications the agencies will describe what they have in mind. 

Senator Corron. In the justifications, using your own term, they 
will splinter these appropriations to a certain extent in justifying their 
requests ? 

But after they have gotten a lump sum, then so long as they — 
within their lump sum, they can juggle it about to suit themselves an 
between bases or as between different expenses; is that right? 

Mr. Campsecy. As they do now. 

That is the present system. ! 

Senator Corron. Just one thing I wanted to clear my mind on which 
I think is the real core of this thing. 

On page 5 of your very good statement you say: 

Because of these inherent factors in the operations involved, cost budgets, teamed 
with appropriations on an accrued expenditure basis, would require a type of 
continuing budget presentation that would bring out the adequacy of management 
planning or the lack of it and would give the Congress an opportunity to have a 
voice in setting the level of operations from year to year. 

Perhaps this is not a good example but it is one that keeps clinging 
tomy mind. Take the carrier we were talking about a few minutes 
ago with the Bureau of the Budget: Suppose that Congress appropri- 
ates under the present system, $160 million to complete a carrier in 
5 or 6 years, and suppose at the end of 2 years when a portion of this 
money has been spent some new development in naval warfare which 
the Secretary in the Defense Department could not foresee develops, 
which makes this carrier entirely inappropriate and ineffective. 

They have to change the engineering, change the designing, change 
the planning, perhaps build a new and improved type that costs more. 

Under the present system, the question in my mind is what happens? 

Does the Department of Defense immediately come back to the 
Congress and tell the Congress of this development and ask for a new, 
extended, overall appropriation to carry them through, or does it go 
ahead on the new type until it has exhausted the $160 million, and 
then come back and tell what happened and get more? 

Which happens under the present system ? 

Mr. Campsett. Under the present system I believe the agency 
would go forward with its plan of revising or working on a new type 
of product, whatever it was. 

In that connection I heard the discussion which you had with the 
Bureau of the Budget, and I think it might be pointed out all our 
Government contracts usually have termination and cancellation pro- 
visions, 

Senator Corron. You are now talking about the effect on the con- 
tractor ? 

Mr. Camppsgiy. Yes, so in a changeover, as far as the contractor is 
concerned, he is covered under the present proposal just as well as he 
is covered today. 

Senator Corron. Right now, sticking to this point of mine, under 
the present system nobody on Capito] Hill would know until the $160 
million was spent that they had to change to a new type of carrier and 
that the project had to be changed. Is that right? 

Mr. Campseu. I think they might not know, but I think, depending 
on the magnitude of the change, certain committees might be well 
aware of the revision of a plan. 
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Senator Corron. Now suppose that it was the fault of whoever was 
in charge of this work and this planning in the Defense Department. 

Of course this is purely hypothetical; I am not reflecting on the 
Defense Department or suggesting that that would be the case. 

Suppose they should have known that it was going to be a waste to 
build the old type carrier when a new type one would be required and 
it was their mistake, it should have been foreseen. 

7 ow under the present system that could be well concealed. Is that 
right? 

Mr. Campse... I think that is a fair statement. 

Senator Corron. But referring to your statement on page 5, if the 
ponent bill is passed, they would immediately have to come up, the 

3ureau of the Budget, perhaps your agency and certainly the com- 

mittees of Congress would immediately have to be notified that they 
had gotten off on the wrong foot and that they had spent money in 
designing and planning and styling and obsolescent or obsolete carrier ; 
is that right? 

Mr. Campse.u. Precisely correct. 

Senator Corron. And is that the real guts of what this bill will do 
in permitting the President and the Congress, your department and 
the Bureau of the Budget, to keep their finger at all times more com- 
pletely on what is going on and whether we have efficiency or ineffi- 
cency, waste in various agencies ? 

Mr. Campsetu. It will go a long way toward curing the present 
problem. 

Senator Corron. And does that example show that on page 5? 

Mr. Campse.. Yes, sir. 

Senator Corron. You were saying under the new system because 
of cancellation clauses in present contracts this new system would not 
make more insecure or uncertain the position of corporations con- 
tracting with the Government ? 

Mr. Campsett. No, Senator, I feel very strongly about that. And 
you may recall in the Hoover Commission’s report of June 1955 the 
members making up that task force were men almost entirely of 
industry. They were Mr. Dudley Browne of Lockheed Aircraft; 
Mr. Humphreys, chairman of the board of United States Rubber Co., 
and Mr. Christian Jarchow, who was at that time executive vice presi- 
dent of the International Harvester Co., among others, and there was 
no suggestion from them that this would in any way make them timid 
about engaging in Government contracts. 

Senator Corron. Just one more question. 

You heard me inquiring of the Bureau of the Budget about the 
time that it would take, if this bill becomes the law, the time it would 
take to really get into operation and how long it would take to take 
up the slack in this huge sum of $48 billion of carryover appro- 
priations. 

What would be your comment as to how long it would take to actu- 
ally get this system into operation, and what would happen with that 
large sum of holdover ? 

Mr. Campsetu. As I see your question, there are two parts to it. 

First, what happens to the unexpended balances with which we 
are concerned. 

Senator Corron. That is right. 
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Mr. Camppety. Well, there would be no such unexpended balances, 
and as a bureau or department or agency or whatever the size may be 
converted, there would be no need for such unexpended balance. 

Senator Corron. At present I am informed there is some $48 billion 
unexpended balances in the Government being carried over. 

Now the passage of this bill is not going to cancel them ¢ 

Mr. Campsett. The passage of the bill will not; that is true. 

Senator Corron. You will only cancel them piecemeal as you put 
into practice on the new bookkeeping basis department by department 
and agency by agency ¢ 

Then as you put each agency under this system, then whatever carry- 
over, unexpended balance they have then is canceled ¢ 

Mr. Camrpsety. Reverts to the Treasury. 

Senator Corron. That is right? 

Mr. Campsetn. That is right. 

Senator Corron. How long in your opinion would it take, acting 
in that way and applying it piecemeal, to cancel all of the unexpended 
balances being carried over ¢ 

Mr. Campsett. Mr. Brasfield has given this problem considerable 
thought, and perhaps he might answer your question fully. 

Mr. Brasrretp. It would seem to us that those agencies that are 
already well on the way in having an accrual accounting system and 
a good basis for their costs, the conversion of those could start perhaps 
in the next year, the following year, and something like 5 years as a 
goal to bring them all into shape where they are ready for conversion 
would seem reasonable to us. 

Senator Corron. When you say all, do you mean those that have 
started ? 

Mr. Brasrretp. No, I would convert them as they are ready. There 
is no reason why those that are ready cannot be converted just as fast 
as the Congress desires to do so. 

For example, such as the Atomic Energy Commission that already 
has its operations on a cost budget, its construction budget could be put 
on a cost basis. 

I am sure that they have the costs that are necessary to do it. 

The same thing would be true in a number of other agencies. 

In other words, the greater portion of this it would seem reasonable 
to us to set a goal of 5 years to get it done. 

Senator Corron. Let’s take the biggest one of them all, and I don’t 
mean to keep appearing to pick on the Defense Department, but that 
is the big one. 

What 1s going to happen there and how long would it take? 

Mr. Brasriretp. They have done a great deal of work already in 
setting up their inventories under dater control, which would be a 
necessary groundwork. 

Perhaps their most difficult problem would be to work out their 
problems in programing, to see that they have the type of firm pro- 
= that would lend itself to a cost basis of accounting in the fol- 
owthrough that this legislation contemplates. 

Now that again would have to be applied to each specific area of 
procurement, maintenance and operation research. 

The 5 years it seems to us would be a reasonable target, and obvious- 
ly Defense would be the last one probably to be entirely completed. 
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Senator Corron. You think in 5 years you would have the whole 
Government under this new system, and your agency, the Bureau of 
the Budget and the committees of the Congress would then have this 
added vee nc and added control fully in gear you think in about 
5 years 

Mr. Brasrtetp. We think that is a reasonable target to set as an 
objective. 

Senator Corron. Thank you. 

Senator Kennepy. Senator Martin ? 

Senator Martin. Your statement on page 9 reads: 

The value and utility of cost-based budgets are certainly not dependent upon 
the application of depreciation concepts to military hardware. 

By that do you mean we would have to go on ignoring the applica- 
tion of depreciation of military hardware? 

Am I clear on that approach, or would you struggle with it? 

Mr. Campsett. Senator, I think we would have to take each problem 
as it came to us and decide to what extent the agency would have to 
maintain property records for depreciation purposes. 

The property records are there but whether or not a battleship would 
be depreciated would have to depend on consideration at that time. 

My point in mentioning this was to get across that we have no idea 
of setting up a vast depreciation computation system which would be 
of no value, because it would not help you in any way in attempting 
to follow a program in, say, Interior or Defense or another agency. 

Senator Martry. You would not attempt to draw any line as to 
how far we should expect to go in applying depreciation ¢ 

Mr. Campset. I don’t think that we could right now. I think 
that we would have to face the problem as we come to it in each bureau 
in each part of the Government. 

Senator Martin. Apparently we don’t want to expect too much. 

Mr. Camppsecit. We don’t want to expect too much and I don’t 
think that you should say that we want all property records set up 
for the Government and that we want depreciation computed precisely 
on all property in the Government because I think the cost of doing 
that kind of a job in some cases might be so expensive, it would not 
be worth it to you. 

Senator Martin. If you don’t expect too much on that point, I am 
sure we won’t insist on your going too far. 

Mr. Campsexyt. We have no idea of that. 

Senator Martin. Now there is one point listed in the purposes of 
this bill, that the remaining balances be transferred to a single account 
at the end of each fiscal year. 

That is one of the purposes of the pending bill, but I am not quite 
clear as to the application of that, vhntine that is to blend them to- 
gether in, say, the Defense Department as one whole, or does it intend 
to go beyond that ? 

Mr. Camrpetn. Senator Martin, Mr. Keller handles that sort of 
thing in my office. 

Senator Martin. I am just asking for information. 

Mr. Campsett. That is rather a legal question, and I would rather 
have him answer it. 

Mr. Ketrer. Senator, what is contemplated by that section, is 
that the remaining balance of the appropriation which would be 
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needed to take care of goods delivered in the budget year but not paid 
for would be carried forward into the new appropriation, but not the 
entire unspent balance. 

Senator Martin. The remaining balance is transferred to a single 
account. 

The excess appropriations would lapse. And the remaining bal- 
ances are to be transferred to a single account at the end of each fiscal 
year in each department or each agency ? 

Mr. Keturr. That is right. They would follow the general appro- 
priation structure ; yes, sir. 

Senator Martin. And the Department of Defense, you would 
expect that to be in one? 

Mr. Ketter. No, sir; that would have to be broken down. 

Senator Martin. The Defense Department would have to be broken 
down into smaller categories ? 

Mr. Ketrer. Yes, sir; considerably. 

Mr. Brasrrevp. I think generally speaking it would be this, that 
you would carry over into the current appropriation the amount 
required to pay the accounts payable at the end of the year, and that 
it would be logical to do that within each appropriation. 

In other words, the current appropriation would have in it the 
money you are going to spend this year and the amount for the 
accounts payable for goods delivered and services that had been 
rendered before the end of the prior year, but had not actually been 
paid for, so it would be a relatively small amount as compared with 
present type of carryover balance even of the obligated balance, be- 
cause it would only be where the services had been rendered or the 
goods had been received, but the invoice had not been received and 
the payment had not been made. 

Senator Martin. I suppose it is the size of the Defense Department 
budget and program that would give us the principal test of the prac- 
tical application of all these rules or suggested improvements. 

The Defense Department would certainly test us to the limit on the 
application of the entire program. 

low complete is our present accounting system for the Defense 
Department? Do we have a very complete picture in terms of what 
we are picturing in this bill, or does this call for some far-reaching 
changes in their accounting ? 

Mr. Brasrrexp. It would be difficult to give any categorical answer 
to that. They have made great strides in setting up their inventories, 
which is essential for this purpose. There is a great deal to be done 
yet in setting up properties. With those two foundations laid, the 
problem in Defense would not be far different than anywhere else. In 
other words, their spending of money for procurement, for salaries, 
military pay, the pay part of it would not be substantially different. 

It is in the procurement area where this would apply particularly, 
and to the extent they have their inventories already set up, dollarwise, 
they would be ready for it. ‘To the extent those inventories are not 
under control, they would have to do additional work. 

Now they have also in some of their industrial installations capital- 
ized the equipment and have the data to capitalize the property, and 
ja — all be a significant step forward in laying the foundation 

or this. 
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Senator Martin. I have in mind that the Defense Department has 
made some tremendous strides forward in their fiscal accounting. 
There is nothing in this bill that will disrupt the system very much 
from what they are now trying to do? 

Mr. BrasrrevD. In our opinion it would give them the appaneey 
to integrate the improvements they have made in a tighter, closer knit 
accounting system. 

Senator Martin. For one I don’t want to bog down the Defense 
Department by any radical change in accounting, and yet I want efli- 
ciency and further improvement everywhere we can get it. Defense 
is one place where I don’t want us to go so far in our reform that we 
forget the main objective of Defense. 

Mr. CampsetL. Senator Martin, our feeling in this is that it is going 
to be a great help to the agencies. 

We have no desire to suggest efficiency for efficiency’s sake or any- 
think like that, but we are attempting to propose from our point of 
view an improvement which I think will be appreciated in time. 

Senator Martin. I have had no complaint from them at all and I 
believe they are coming up as a witness later in these hearings. 

I need a very real review of Defense accounting because I have not 
been on that committee for 10 years and a lot has happened in that 

eriod. 

: I just don’t want to disrupt some of the tremendous changes that are 
taking place in the field of Defense in any way. I want to listen to 
Defense witnesses very carefully. I understand they are very much in 
accord with the general approach here, but I want to know whether 
we have anything here that should be watched and that we not exact 
something from them that may impede the efficiency of Defense 
rather than help. That is all. 

Senator Kennepy. I understand this sample is how the new budget 
would look under the new system that would be put into effect, is that 
right ? 

Mr. Brasriew. That is an illustration worked up for your staff. 

Senator Kennepy. I would like to have this placed in the record 
at this point. 
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(The document is as follows:) 


Construction and rehabilitation, Bureau of Reclamation (partial presentation, 
covering region 1) 






































a: ie a Total | To June | 1955 1956 1957 | Cost = 
Costs in place | estimate | 30,1954 | actual | estimate | estimate quired to 
} | | | | complete 
ll 
13. Michaud Flats project, Idaho. -_- $4, 877, 700) $129,800! $43,400) $507, 000'$2, 472,000) $1, 725, 500 
14. Minidoka project, North side 
pumping division, Idaho-___--- 10, 514,000} 1, 962, 459) 1, 605, 354 2, 557,371) 2,771,113) 1,617,703 
15. Palisades project, Idaho___.._-_-- 67, 700, 000} 29, 042, 319 12) 413, 027 7/12, 100, 500) 6,317,939) 7,826, 215 
20. Deschutes project, North unit, 
Cs adc dddin de neurnkee sive 14, 543, 000) 12, 172, 953 163, ool 278, 613) 1,035, 000 892, 585 
21. Rogue River project, Talent 
division, Oregon. -...........-. } 19, 932, 000 436, 341) 85, 596) 150, 000) 2, 335, 000) 16, 925, 063 
24. ChiefJoseph Dam project, Foster | | | | | 
Creek division, Washington____| 4, 757, 200) 40, 000} 50,000! 300, 300) 1,831,300! 2, 535, 600 
25. Columbia Basin project, Wash- | 
IOI x. sndiitceieens .-| 753, 362,000 466, 064, 000) 12, 175, 4 54 | 13, 699, 000 13, 698, 000) 247, 725, 546 
26. Yakima project, Kenne wiek divi- | 
sion, Washington - -._-. manana 13, 636, 700) 4, 555, 429) 4, 562, 992 3, 178, 501| 1, 339, 778| Sn 
27. Yakima project, Roza divi ion, | 
We OI rcditctin cn cectiewandl |} 22,092, ‘31 18, 351, 176 18, 363) 472, 161| 1, 719, o0a| 1, 531, 731 
30. Drainage snd minor construction 150, 180, 522) 148, 653, 235 1, 286,927) 240, 360) eT i Dae aden 
31. Rehabilitation and betterment of | = 
existing DrOjOCtS.. ..ccsccccosce 6, 408, 397) 573, — 119, 535 S| 829, 368! 1, 406, 468) 3, 480, 500 
Total costs in place_........- 1,068, 004, 950| 681 , 981, 238) 32, 524, 497| 34, 313, 174/34, 925, 598) 28 284, 260, 443 
—— a —_—S= |» =  —_— — — 
Increase or decrease (—) in resources: | | | 
PINON. csi aca cilh nitindeneiiciena a it i cn i el Aaa ea bccn aees | 
Equipment and service facilities | | 
(less depreciation charged to | 
ONS Sie eR ai nackibedees Sac eincng eee SES Tae St >. a —504, 240) ........... 
Property transferred to other activi | | 
ties without charge. _............-. | omcenkasifihegnctl [ixivencaons|nasasapens |---------- le tices nis 
| j — | AL —_—-——-——— 
Accrued expenditures (appro- | | 
PRICES TEDW) «<q. onc ccccnc| scccsccoccsdé ila ce iin bn thai fe<potereee |34, 783, 200 sini 
} | 
Available resources 
9 Equipment 
Ss » ‘ 
meaner and service 
; facilities ! 
aN TN I sds orca hleshenssidiakes thins inihnidtse Une sedind harden dbediaaiiti Mn deter aniline | $1, 418, 777 | $3, 677, 343 
PUT, MR ik ch iin iris Waneiinc neckhedthnis deabdadndbetelasphddebidittc tet | 1, 052, 070 | 3, 051, 481 
Fess SA AOS CIN occa... da. nasa dansansidip edition dergunddiadadeadad 583, 213 2, 573, 574 


FUNG GE, TEE COIN « « wonddavosuvcecédasdocbbalcandeactvendthévdbdedesa 556, 216 | 2, 069, 334 








1 Equipment and service facilities are stated at cost less depreciation. 
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Palisades project, Idaho 


Allocation of total estimated costs: 
Reimbursable costs: 


Irrigation : 

Or WRG CONTE nce nnsinciiniinns $9, 300, 000 

By: DOWEL TOTOUG nc ctencencnemese 9, 290, 200 

Subtotal, irviesGe nn ccnncksceeeee 18, 590, 200 

I cia alii cnn satiate eicensssandinninctiieiee dealin 25, 783, 800 
Total, reimbursable: Costs. o.sccicinnccnnenqecone $44, 374, 000 

Nonreimbursable costs: 

UE, nt cakes cel dncecepcinitenines taiinidiamaaal 22, 733, 000 

Fish and wildlife and recreation.___.._----~- 593, 000 
Total,. nonrelmbursable CoBtG.nc.ccemacnnwennnmencnscemen 23, 326, 000 
TOUCal Gatiakted Conti. nk ccd ennieaictansmemean 67, 700, 000 
Senator Kennepy. As I understand it, you are familiar with this 

sample? 


Mr. Brasrrecp. I am generally. 

Senator Kennepy. Under the present system we would only have 
three columns, is that right? 

We would have 1956 estimate and 1957 estimate, is that correct ? 

Mr. BrasFreLp. Ordinarily there are 2 years actual in the estimate, 1 
year fully actual, 1 year partially completed, and then the budget year, 
that is right. 

Senator Kennepy. So that now what we would have, first we would 
have that total estimate, which we do not have now ? 

Mr. Brasrrevp. That is right. 

Senator Kennepy. Then we would have to judge 1954. 

That is the amount expended. Would we have that under the 
present system ¢ 

Mr. Brasrievp. Not under the present system in the budget docu- 
ment itself. 

Senator Kennepy. 1955 actual we would not have either, would we? 

Mr. Brasrretp. You would have it on an obligation basis rather 
than cost. 

Senator Kennepy. And would we have the 1956 estimate ? 

Mr. Brasrreitp. That is right, in the 1957 budget. 

Senator Kennepy. Would we have the cost required to complete 
the program ? 

Mr. Brasrretp. We would not have that. 

Senator Kennepy. You could figure that without any trouble? 

Mr. Brasrretp. It would be particularly applicable to this type of 
illustration where it is a long-term program. 

Senator Kennepy. Now, on page 2, this business of stores inven- 
tories, equipment, and service facilities, would that be available? 

Mr. Brasrietp. It would be available, but it is not reflected in the 
budget document in the way proposed here. 

Senator Kennepy. And this example of the Palisades project, all 
those figures, I suppose they could be available under the present 
system, but it would require special accounting to do it ? 

Mr. Brasrrevp. No; this is an illustration of accounting that is 
already in place in the Bureau of Reclamation. It is now included in 
the justifications rather than being in the budget itself. 

Senator Kennepy. What would be the change ? 

Mr. BrasrreLp. The difference would be the basis on which the 
request for appropriation is presented, i. e., accrued expenditures as 
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opposed to obligations, the data on accrued expenditures would tie 
right in to the cost data shown in this schedule. 

Senator Kennepy. That is fine. 

We want to thank you very much, Mr. Campbell. 

I hope it will be possible, perhaps, for at least a representative of 
your agency as well as the Bureau of the Budget to be here on 
Wednesday when the Defense Department testifies. We want to 
thank you very much. 

We appreciate also the presence of Mr. Keller and Mr. Brasfield. 

The next witness will be Mr. William T. Heffelfinger, Fiscal 
Assistant Secretary of the Department of the Treasury. 


STATEMENT OF WILLIAM T. HEFFELFINGER, FISCAL ASSISTANT 
SECRETARY, DEPARTMENT OF THE TREASURY 


Mr. Herretrincer. Good morning, Mr. Chairman. 

I am here on behalf of Secretary Humphrey. I am William 
Heffelfinger, Fiscal Assistant Secretary. 

I have here a letter from Secretary Humphrey to the chairman of 
the subcommittee, which I would like to read for the record. 

Senator Kennepy. Will you proceed ? 

Mr. Herrevrrneer. The letter is dated June 1 and is addressed : 


DeaR SENATOR KENNEDY: Previous engagements prevent my appearance at 
the hearings on June 4 before your subcommittee on S. 3897, a bill to improve 
Government budgeting and accounting methods and procedures. However, the 
views of the Treasury in support of this bill (committee print), which would 
give effect to certain recommendations contained in the Report on Budgeting and 
Accounting of the Commission on Organization of the Executive Branch of the 
Government, were furnished to you by Acting Secretary Burgess in his letter of 
May 28. 

The Fiscal Assistant Secretary will be available at the hearings to furnish 
any information you desire concerning Treasury activities affected by the bill. 

I would like to take this opportunity to say that I support completely the 
objectives of the Hoover Commission recommendations on budgeting and account- 
ing. The bill, 8S. 3897, will provide the legislative authority to enable the execu- 
tive agencies to move forward in a vigorous program to improve our budgetary 
and accounting process. This will be a big task and one that cannot be accom- 
plished in a short time. 

With support from the Congress, the ultimate economies and increased effi- 
ciency in operations that these improvements will produce, I am sure, will amply 
justify all of our efforts. 

I commend the work which your subcommittee has done in this area. 

Sincerely yours, 
G. M. HumMpHREY, 
Secretary of the Treasury. 
Senator Kennepy. Thank you. 


Do you have any additional statement ? 

Mr. Herrecrincer. I have no additional comment, sir. 

Senator Kennepy. Senator Martin ? 

Senator Martin. No questions. 

Senator Kennepy. As I understand it, the Treasury is supporting 
this bill, sir? 

Mr. Herretrincer. Weare supporting it completely. 

Senator Kennepy. Thank you very much. 

Mr. Herrecrincer. Thank you, sir. 

Senator Kennepy. Thank you, gentlemen. 

‘The committee will recess until tomorrow. 

(Whereupon, at 11:45 a. m., the committee was recessed, to recon- 
vene at 10 a. m. Tuesday, June 5, 1956.) 
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TUESDAY, JUNE 5, 1956 


Untrep States SENATE, 
SUBCOMMITTEE ON REORGANIZATION OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m., in room 457 
Senate Office Building, Senator John F. Kennedy (chairman of the 
subcommittee) presiding. 

Present : Senator John F. Kennedy, Democrat, Massachusetts; Sen- 
ator Norris Cotton, Republican, New Hampshire; and Senator 
Thomas E. Martin, Republican, Iowa. 

Also present: Miles Scull, Jr., professional staff member; Glenn K. 
Shriver, professional staff member; and Mrs. Kathryn M. Keeney, 
clerical assistant. 

Senator Kennepy. The subcommittee will come to order. 

Hearings will be resumed this morning upon S. 3897, which revises 
the Government’s budgeting, accounting, and appropriations proce- 
dures. 

Witnesses who testified yesterday, in addition to Senators Payne, 
Barrett, and Bennett, all cosponsors of S. 3897, included the Director 
of the Budget, the Comptroller General of the United States, and a 
representative of the Secretary of the Treasury, all of whom endorsed 
the bill. 

The first witness today will be Dr. Robert N. Anthony, associate 
»rofessor, Harvard Graduate School of Business Administration, 
Haeaaaal University, Cambridge, Mass. 

Dr. Anthony is a member of the American Accounting Association, 
th American Statistical Association, and the National Association of 
Cost Accountants. He has served also as a consultant to the Secretary 
of Defense on budgeting, accounting and financial management. 

Dr. Anthony, will you come forward? We are very glad to have 
you here. You may proceed in any way that is satisfactory to you. 


STATEMENT OF DR. ROBERT N. ANTHONY, ASSOCIATE PROFESSOR, 
HARVARD GRADUATE SCHOOL OF BUSINESS ADMINISTRATION, 
HARVARD UNIVERSITY 


Dr. Anruony. If you would like I would read this statement and 
you may feel free to break in at any time you wish. 

Senator Kennepy. Fine. 

Dr. AntHony. My experience in the Government has been prima- 
rily in the military organizations and therefore what I will say today 
relates primarily to the Military Establishment. 
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In discussing the problem of controlling any organization—business 
or governmental—it is useful to consider separately two categories of 
spending: (1) Capital expenditures, and (2) operating expenses. 

The planning and control problems associated with each of these two 
categories are quite different from one another, and different tech- 
niques are required for their solution. 

my expenditures relate to what the Hoover Commission calls 
long lead time items, such as tanks, ships, aircraft, land, and buildings. 
Although some people apparently believe that S. 3897 will result in 
a fundamental change in congressional control over capital expendi- 
tures, I personally do not expect that the bill will, as a practical 
matter, result in any significant change. Control over capital expendi- 
tures involves two principal steps: (1) Approval of the proposed pro- 
gram and of its total estimated cost, and (2) interim checkups on 
spending during the progress of the work. Both these steps can be 
accomplished, I think, within the framework either of existing legis- 
lation or of S. 3897. 

With respect to the operating expense area, I think the bill repre- 
sents another significant forward step in the evolution of govern- 
mental budgeting, accounting, and control practices. For the first 
time it will be possible for the Government to build an integrated 
budgeting, accounting, and control mechanism that corresponds to 
the system that private business has found to be so useful. 

At this point, it may be well to consider the extent to which the 
experience of business is applicable to problems of Government. 

he statement is often made that since the powerful stimulus of 
the profit motive under which business operates is not present in 
the oummaial financial] control in Government must necessarily 
be different from (and, by implication, inferior to) financial control 
in business. To me, this difference is not as important as it is some- 
times made out to be. It is a fact that an important overall objective 
of a business is to make a profit, but it is also a fact that in a large 
business only the top management, or the management of an inde- 
pendent division, can view its work in terms of this overall objective. 

Most of the operating people must have narrower objectives. The 
sales people seek such objectives as volume, a satisfactory margin, 
and control over selling costs. The manufacturing people are in- 
terested in such things as product quality, spoilage, and production 
costs. 

Research, maintenance, personnel, finance, and other staff units 
each have their own job todo. Profit results from the combined efforts 
of all these separate groups, and cannot be related directly to any one 
of them. Furthermore, within the major groups, there are many 
subunits, each with a supervisor who is responsible for doing the 
best job he can in his own limited area. These areas are far removed 
from the overall profit figure that appears as the last item on the 
income statement. 

No control system can include all, or even necessarily the most im- 
portant, aspects of the performance of the heads of these operating 
units. Matters such as morale, the quality of the product, the develop- 
ment of new leaders, or customer satisfaction, are not easily tediscible 
to quantitative terms. But to the extent that cost incurred is a factor 
in appraising performance, business has found it valuable to prepare 
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budgets that describe the spending objectives of each of these operat- 
ing units, or responsibility centers as they are called, and to compare 
actual spending with these budgets. 

I think that the situation in Government is similar in many im- 
portant respects. The objectives of the various operating agencies 
and the money that can be spent for achieving these objectives, are 
prescribed by the Congress. The President and top management 
of the agencies have an overall responsibility for the way in which 
this money is spent, but basic control over spending is achieved pri- 
marily at the operating level, that is, at wings, bases, ships, field in- 
stallations, and other units that correspond to the responsibility cen- 
ters in business. 

The problem of control is undoubtedly more difficult in Govern- 
ment than in business because in most areas the Government has no 
competitior whose performance can be used as a standard of com- 
parison. 

Furthermore, the end product of Government work is usually in- 
tangible (a service rendered the public, or “readiness to defend against 
an aggressor”) which is more difficult to measure than a tangible 
manufactured product. Despite these differences, the control prob- 
lem in both organizations is basically similar. 

Both Government and business organizations consist of people who 
have a job to do, and the control problem is to motivate these people 
to do their job as efficiently and economically as possible. 

In business, the cost figures used for controlling a responsibility 
center are the cost of resources consumed by the responsibility center 
and controllable by the head thereof. The budgets for individual 
units are expressed in such terms, and these individual budgets are 
combined into an overall budget for the company. 

In the Government, on the other hand, budgeting and congressional 
control over spending is focused on obligations. The word “obliga- 
tions” in the Government corresponds approximately to purchase 
orders or contracts placed as these terms are used in private business. 
The Government concept of “obligation control” differs from the 
business concept of “cost control” as to both time and place. 

The difference in timing is, obviously, that many of the obligations 
in 1 year represent purchases of goods that will be consumed in the 
next year, or even 2 or 3 years later. 

In other words, the obligations of 1 year are not necessarily related 
to the work done to carry out the programs authorized for that year. 

The difference in place arises because, by and large, the people who 
are responsible for procurement are not the people who are responsible 
for carrying out the programs for which the items will be procured. 

Air Materiel Command, for example, purchases most of the materiel 
for the Air Force, but the actual consumption of this materiel is the 
responsibility of bases and wings operated by Strategic Air Command, 
Air Defense Command, and other operating units of the Air Force. 

Incidentally, the last figure I heard is that approximately 15 percent 
of the costs of an Air Force wing arise from funds allotted to the wing; 
the other 85 percent represent resources obligated by someone outside 
the wing organization. . 

Thus, when the Congress specifies amounts that can be obligated in 
a given fiscal year, it is not, except indirectly, specifying amounts that 
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can be consumed in that year, nor is it specifying the operating units 
that are responsible for consumption. The notion of “obligations” 
is so far removed, in time and place, from actual consumption that 
obligations are not even recorded on the formal accounting records of 
private business, and they generally are a relatively insignificant part 
of a business’ control system. 

Because of the limitations of a system based on obligations, Govern- 
ment operating agencies have devised accounting systems for man- 
agement use that focus on the control of ane at the operating 
level. These systems are useful; but since they are necessarily either 
divorced from or only loosely related to the appropriation accounting 
system, they lead to a dual control structure. 

Any attempt to control the same activity with two separate systems 
is likely to result in confusion and frustration. Furthermore, a man- 
agement control system that is divorced from congressional appro- 
priation loses the powerful motivating force that almost automatically 
accompanies a system that is tied to control of the purse strings. 

S. 3897 shifts the focus of congressional appropriations away from 
the obligation basis and onto an accrued expenditure basis; that is, 
it is proposed that appropriations will specifiy limits on the goods and 
services that are received during a fiscal year. 

It does not relate appropriations directly to consumption in a given 
year, but it goes far enough so that a reconciliation is entirely feasible. 
For operating items, as distinguished from capital expenditures, the 
difference between receipts and consumption is precisely measured by 
changes in working capital, primarily by changes in inventory. 

If consumption exceeds receipts during a given year, this means that 
the agency has dipped into its inventory; and if receipts exceed con- 
sumption, this means that inventory has been built up. 

It follows that the “cost-based budgets” described in the bill will 
differ from the amount of funds that the agency requires only to the 
extent that variation in inventory and other working capital items 
are planned during the year. Such proposed variations can be set 
forth clearly in the budget justifications. 

The accrual accounting system proposed in the bill is a necessary 
mechanical device for implementing the underlying objective of fo- 
cusing more closely on consumption. The transition to a new ac- 
counting system always involves problems, but the task of making 
the shift should be considerably easier now than it would have been 
10 years ago because of the tremendous progress that the operating 
agencies have made in developing the management accounting systems 
I mentioned earlier. ‘These systems resemble closely the system that 
is proposed by the bill. 

After the transition has been completed, it is reasonable to expect 
that the cost of budgeting and accounting in these agencies will be 
considerably less than it 1s now, simply because the present system 
of dual controls will be replaced by a single system that can be used 
both for congressional and for agency management purposes. 

There are two matters of detail on which I would like to make brief 
comment. 

With one exception, all the items in the bill seem to me to aim in 
the direction of making congressional appropriations more closely 
related to actual spending, and this is good. The exception is one 
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phrase in the last section of the bill, which states that operating units 
should be financed, “at the highest practical level.” 

I agree that control is hindered if each operating unit has to om 
with a mass of separate allotments, and certainly control would be 
strengthened if each unit was told the total amount it could spend to 
carry out its mission. But the closer this control comes to the point 
of actual operations, the better. 

Therefore, I think the better philosophy is to finance at the lowest 
practical level rather than the highest practical level. Actually I 
see no gain to be achieved in stating what the level should be. I sug- 
gest the simplest solution is to delete the phrase which appears on 
page 5, lines 17 and 18. 

A second matter of detail concerns depreciation. An accrual ac- 
counting system, as the term is used in business, includes a mechanism 
for the depreciation of fixed assets. I do not believe that the fram- 
ers of the bill intended that a depreciation mechanism should be used 
generally in Government accounting, and in order to avoid possible 
misunderstanding, I suggest that this be stated explicitly, perhaps in 
the committee report. 

It should be apparent from the above that I think eventually the 
Congress should go one step further, and appropriate funds to cover 
the consumption of the goods and services necessary to carry out 
approved programs during a fiscal year. Such an appropriation 
would match exactly the cost-based budget mentioned on page 3, line 
21 et seq. A separate appropriation (or separate subdivision of the 
main appropriation) would be made, if necessary to provide for in- 
creases (or decreases) in the level of inventory and other working 
capital items. This would considerably increase the amount of con- 
trol that Congress would exercise over the executive agencies because 
such a system provides separately for (1) control over consumption 
and (2) control over inventory accumulation. There would there- 
fore be two points of control, as contrasted with a single control point— 
accrued expenditures—which is the focus of the bill, or the single con- 
trol point—obligations—which is the focus in the system under which 
we now operate. 

Actually, the increasing use of stock funds and other working capital 
devices is a step in this same direction, and the expanded use of such 
devices should be encouraged. The use of working capital funds in- 
creases congressional control over the operating agencies, for by their 
use the Congress can control both (1) the rate of inventory accumula- 
tion, by its limit on the size of the fund; and (2) consumption, by its 
limit on spending. 

One other step I think is necessary. As I have indicated, the prob- 
lem of controlling capital acquisitions is quite different from the prob- 
lem of controlling operating expenses, and my discussion has been 
limited to the latter. I think it would be desirable to spell out, more 
clearly than is now done, either by legislation or by committee action, 
what the line is between these two categories. No attempt to do so is 
made in this bill, and this may lead to problems of administration 
unless your committee or the Appropriation Committee make clear 
what the distinction should be in practice. 

Tosummarize, in my opinion, 
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1. The bill will have no substantial effect, one way or the other, on 
the control of capital expenditures. 

2. The bill can result in a significant improvement in the control of 
operating expenses because: 

(a) It focuses on the control of goods and services received in a given 
year, rather than on obligations. 

(6) It encourages the development of operating costs which is of 
major interest to the Congress in considering proposed programs, or 
the job to be done in a given year. 

(c) Since consumption, plus or minus changes in working capital, 
equals receipts, the bill provides an easy way of reconciling operating 
costs with appropriated funds. 

3. I think that the problem of making a transition to accrual ac- 
counting is facilitated because of the work that many agencies have 
done to develop internal accounting systems. Eventually the bill 
should result in a reduction of accounting costs in these agencies. 

4, I think the phrase “at the highest practical level,” (p. 5, lines 17 
and 18) should be deleted. 

5. I think there should be explicit mention of the fact that a depre- 
ciation mechanism is not contemplated. 

6. I think at some future time, the Congress should consider making 
appropriations for operating expenses in terms of goods and services 
consumed. 

7. And I think finally a clear distinction should be made, either by 
legislation or by administrative action, between capital expenditures 
and operating expenses. 

Thank you. 

Senator Kennepy. Doctor, I think the statement is very helpful. 

On page 5, where you say under next steps: 

It should be apparent from the above that I think eventually the Congress 
should go one step further and appropriate funds to cover the consumption of 
the goods and services necessary to carry out approved programs during a fiscal 
year. 

Do you feel that after this legislation has gone into effect and it has 
been implemented and all the agencies may take 5 or 10 years, then 
you would consider this step not at the present time ? 

Dr. AntHony. No, sir, I am not recommending this at the present 
time. I think we should proceed one step ata time. I think actually 
we may automatically get to that point without additional legislation 
if the use of working capital funds is pushed quite heavily, because 
the more working capital funds are used the more appropriations 
do relate to actual consumption. 

Senator Kennepy. On top of page 4, you say at the beginning 
“Because of the limitations.” I am not sure I understand what you 
have in mind where you say: “Because of the limitations of a sys- 
tem based on obligations.” 

I understand the first part of it but then it says: 

Since they are necessarily either divorced from or only loosely related to the 
appropriation accounting system, they lead to a dual control structure. 

I wonder if you would explain that? 

Dr. Antuony. Yes, sir. The present obligation system, as I have 
indicated, focuses on contracts awarded and therefore the control is 
focused on the people who are doing the purchasing and at the time 
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the purchasing takes place. The management of an agency wants 
to control costs as they are incurred and the management therefore 
is not primarily interested in the purchasing. It is primarily inter- 
ested in people out in the field and what they are spending, and it 
wants to keep that spending as economical and as efficient as possible. 
So the management of the agency has to set up—has set up actually 
in many of them in recent years—systems which focus on what do the 
wings and ships and installations spend to do the jobs that the agen- 
cies have assigned them. And that spending, as I have indicated, 
differs considerably from obligations. 

The two can hardly be reconciled. Systems have been proposed 
for reconciling the two, but in my opinion they are extremely cum- 
bersome systems involving a tremendous mass of paperwork. 

Senator Kennepy. Could you make it a little clearer? Say that 
the obligations are developed by an agency to buy a hundred planes 
of a certain type. The Congress appropriates the money. That is an 
obligation. How would you carry that through as far as this latter 
part you are talking about ? 

Would you 

Dr. Antuony. Would you permit me to change the example to an 
operating item? Everything I am talking about has to do with the 
operating expenses and not the acquisition of aircraft. 

Senator Kennepy. Yes. 

Dr. AntHony. Let’s suppose the Congress appropriates money 
for maintenance and operations and because Air Materiel Command 
is going to purchase supplies for that program, a portion of that 
money is sent to Air Materiel Command. Air Materiel Command 
buys brooms with that money. At that point, the appropriation is 
charged with the purchase of the brooms and the appropriation will 
never be charged again. The appropriation is only charged once of 
course. People in the operating agencies have no particular reason, 
as far as any appropriation control goes, to worry beat the economi- 
cal use of brooms. 

And because of that the management of agencies has had to de- 
velop systems quite divorced from appropriations that focus on how 
many brooms are being used, so as to try to keep the consumption of 
them down to a reasonable level. Do I make the distinction clear? 

Senator Kennepy. Yes. Then you go on to say: 

Any attempt to control the same activity with two separate systems is likely 
to result in confusion and frustration. Furthermore, a management-control 
system that is divorced from congressional appropriation— 

I think you could just expand it. I am not sure I understand your 
whole paragraph. 

Dr. AntHony. Let me try it another way. 

Senator KenNnepy. You go ahead unless Senator Cotton has some 
questions. 

Senator Corton. No, I don’t. 

Dr. ANrHOony. Let me try to illustrate it at the base level. 

Senator Kennepy. You will have to go slowly with us. 

Senator Corron. I fell off the wagon on his brooms. You started 
in with a proposition of appropriation to purchase a hundred bombers. 

Senator Kennepy. Then we changed it to brooms. Why did you 
feel it was necessary to change it? Tell us why you have to change it 
from bombers to brooms again ? 
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Senator Corron. Let me ask you this, so I can understand. Did you 
mean that if the Air Force has a substantial appropriation to pur- 
chase bombers, that part of that appropriation may be infinitesimal 
parts but parts are used for supplies of people who are engaged in the 
purchasing, the planning, the supervising, the production of those 
bombers; 1s that it? 

Dr. AnrHony. I’m sorry. I’m afraid I have thrown you off by 
trying to change Senator Kennedy’s example. I wanted to make it 
clear that I was talking about operating expenses, that is things that 
people in the field have to spend to get the job done that they are sup- 
posed to do in the current year, and bombers are not in that category. 
A person in the field can’t control bombers. He either has them or 
he does not have them. 

Senator Kennepy. Is there some control over the amount of money 
or resources that are consumed, is there some system used, is there 
some substitute for that in case of defense items? 

Dr. AntHoNY. No, sir. In case of capital expenditures there is no 
way of controlling consumption. You don’t attempt to try to do so. 
You attempt to control acquisition. You attempt to let the agen- 
cies acquire the fixed, capital assets that they need. You make a de- 
cision when they ask for the money whether you think they really 
need these items or not. Once you have them, you have them. There 
is nothing you can do about those assets from that point on. 

Senator Kennepy. In the case of nonmilitary items there is an 
attempt, if not to regulate the depreciation, to regulate the use. 

Dr. ANnrHony. In the case of all consumable items it is possible for 
people in the field to be economical in the use of them or to be wasteful 
in the use of them. 

Senator Kennepy. How will that fit in with this? What we are 
really most concerned about is this question of the obligations and 
the amount of expenditures in a year of obligated money. How does 
this question of consumption, or depreciation or use, how does that 
fit into this matter ? 

Dr. Antrnony. I have said that I would like to focus on the con- 
sumable items, the operating items, because I don’t think you can, 
in the field, do much to control the capital items anyway, and with 
respect to the consumable items, as I indicated earlier, the last fig- 
ures that I knew—and they are quite rought figures—were that an 
Aid Force Base can obligate about 15 percent of the consumable 
costs that the base commander spends. The other 85 percent he 
calls “free goods” because they have already been charged against 
some appropriation when they come to him. You therefore have this 
dual control system that you were asking me about earlier. The 
base commander is very much worried about the 15 percent because 
he knows that the Congress has its eye on it, because it ties right back 
to the obligation mechanism. It is very difficult to get him worried 
about the other 85 percent, although his management would like to 
see him worried about it, but it is difficult to get him as worried 
about it simply because it has already been charged against an appro- 
priation. It is a legal expenditure and therefore he says, well, nobody 
can get me on this now. The ideal situation would be that there be 
no artificial distinction between locally obligated items and centrally 
procured items. 
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It would all be one pot. Then the man at the base would be told, 
“You go and do your job, and this is what we think you ought to 
spend to do your job.” And then he is checked up on how much 
he actually does spend to do his job. Have I started to make this 
distinction clear to you? 

Senator Kennepy. Yes. Where are you taking us now? As I 
understand it what you are talking about now is that 15 percent. You 
want to apply the same system that is applied to that to the whole 
100 percent and how would it be possible to do that in these matters 
of the 85 percent items? 

Dr. AnrHony. I am suggesting, sir, that the obligation basis can’t 
do it because obligations are necessarily incurred at the place and 
the time that the goods are purchased, and for a big majority of 
the items this does not correspond to the time and place when they 
are consumed. The accured expenditure basis goes one step closer 
to the point of actual consumption because it talks about the receipt 
of goods and services. 

It still is not actually consumption; that is why I suggest in 5 or 
10 years you may want to go this one step further. It gets closed 
to it. To the extent that these inventory items are held in working 
capital funds, it could get exactly to it. 

No one expects that the base can control 100 percent of its cost, 
but if we can reverse this percentage and have the base control 85 
percent rather than 15, we would be in a much better situation. Be- 
cause the field installation is where the money is actually spent, and 
that is where it actually can be saved if savings are going to be made. 

Senator Kmnnepy. In these Defense Department items even though 
they may last 2 or 3 years, they are charged over in the year they are 
purchased. 

Dr. AnrHony. Yes, sir; and I think they should be. 

Senator Kennepy. So that actually what is the financial control— 
there is no financial control. It is really just an operating control 
over how long they will last. 

Dr. Antuony. That is right. 

Senator Kennepy. The accountants make no decision on that. 

Dr, AnrHony. That's right. That corresponds to the practice in 
private business also. I think that by and large private business tries 
to control these long-lived items at the time they are acquired and 
realizes once you have them, there is nothing you can do about them 
except as you indicate, to try to make them last as long as is economical. 

Senator Corron. I am still a little bit worried about my under- 
standing. Suppose I am in charge of a base. Using your brooms for 
an ones if mies are furnished to me by a central purchasing 
agency all I have to do is notify somebody that I am out of brooms and 
they send me some from a warehouse that have already been bought 
aa paid for and charged to a general appropriation. 

Dr. Anruony. Yes, sir; that is correct. 

Senator Corron. So that it is not going to militate against my 
record if I am wasteful on brooms. But if brooms are an item that I 
buy locally and send in the vouchers to get the money for them, then 
T am careful about the brooms. 

Dr. AntHony. That is so, and if also the brooms were bought by a 
central agency and not charged to an appropriation and then were sent 
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to you, and at the time they were sent were charged against your 
funds, then you would also be just as careful about those brooms as 
if you bought them on the outside. 

Senator Corron. Your suggestion is that every time a person in 
charge of a base or a depot or somewhere, draws on the central supply, 
that he should be charged for it and then at the end of the year his 
record then shows up just as much as if he ordered it at the village 
store and sent in a voucher to pay for it. 

Dr. AnrHony. Just exactly. 

Senator Corron. We do not have that under the present system ? 

Dr. AntHoony. We are starting in that direction. Working capital 
funds do that and to the extent that working capital funds exist we 
aim in that direction. I suggest that working capital funds should 
be extended more. That is why I used brooms as an example rather 
than fuel oil which is under the working capital arrangement in all 
the services. When you use fuel oil, you pay for it. 

Senator Corron. Your first statement was that the bill will have 
no substantial effect in one way or the other on the control of capital 
expenditures. I am wondering if that is entirely true for this reason. 
If under the present system an appropriation is made for the comple- 
tion of a project—use for an example, the carrier, which will take 6 or 
7 years to build—the appropriation is made for the whole project. 

It is true that the Bureau of the Budget can and should probably 
and the committees of the Congress can and should follow that con- 
tract to find out if it is going according to schedule, and if it is going to 
be completed for the amount that has been appropriated. As a prac- 
tical matter, and I can’t speak for the Bureau of the Budget but I 
can speak for the Appropriations Committees, having served on one, 

you have this vast reservoir of appropriated carryover funds, and 
cemaa nature being what it is, I think many times that although the 
whole situation has been changed, perhaps the plans for the carrier 
have changed and some later development has come so there it will 
cost more than anticipated and they are spending the money at a dif- 
ferent rate, that information does not necessarily—I am not im- 

ugning the heads of the departments—come back to the Congress. 
f sometimes doubt whether it is always followed as closely by the 
Bureau of the Budget. But if each year the Bureau of the Budget 
has to include an O. K. in the So gm em for the first year, the 
second year and the third year and the fourth year on the progress of 
that project and the Appropriations Committee has to appropriate 
the monies for the second and third and for the fourth year for that 

roject, isn’t it a fact under that system, of necessity, there is likeli- 
a of a little closer supervision to find out how it is going and 
whether it is going beyond the original stated estimate and whether 
the project has been changed and the plans altered. Isn’t that right? 

Dr. AntHony. I think there isa practical problem either way you do 
it. You have pointed out the practical problem as distinguished from 
a theoretical one in the present scheme. I would point out that a prac- 
tical problem exists in the proposed scheme also. That is although 
there will be this close check on annual expenditures under the pro- 
posed bill, there is quite possibly not a _— check on the total under 
the proposed bill so either way there will be problems. 





oe nl Raa alls td emia es = 








BUDGETING AND ACCOUNTING 301 


Senator Corron. You mean in the beginning when the appropri- 
ation is first made under the — system and the department comes 
in and says we want $250 million to build a carrier, $200 million, that 

it is a substantial sum, so that the Bureau of the Budget and the Ap- 

propriations Committee focus considerable attention on it because they 
know how big it is going to be but if they come in and ask for the first 
year’s part of it, it does not focus their attention, the impact of it so 
much. 

Dr. Anruony. Exactly. 

Senator Corron. But isn’t it the most obvious thing to do? It 

seems so to me from the years I have been in Congress. When the 
Army engineers come in and talk about the first installment of a 
flood-control roject, the thing it would seem the most careless legis- 
lator would do, would be to sav wait a minute before we start on it, 
how much will it cost all told? That is much less of an objection than 
the objection under the present system. I don’t want to belabor it, 
but it seems to me that your statement that the bill will not affect one 
way or another the control of the capital expenditures, isn’t justified. 
I feel there is some control over that. 

Dr. Antuony. It could work out. It might be that under the pro- 
posed bill, the Congress would pay attention to the total appropria- 
tion, and it might be that under the present way of doing things the 
Congress would pay attention to the annual expenditures; either w ay 
it could work out. That is all the point I am trying to make. 

Senator Corron. I understand that it could. I want to make the 
record clear that it just seems to me—if you differ with me I want 
to know it, and I still confine myself to legislators because I don’t 
want to talk about the Bureau of the Budget because I don’t know 
how their minds work—but there is much less likelihood of a member 
of the Appropriations Subcommittee failing to ask how much is this 
going to cost us all told when they come in for a first installment 
than there is for them to be a little careless in subsequent years after 
the appropriation has been made, they have crossed the Rubicon, 
and the thing is going along. It seems to me there is much more likeli- 
hood to be careless in the latter case than the first. 

Dr. AnrHony. I am not acquainted with all the facts on this, but 
I believe that the mechanism that is proposed here resembles the 
contract authorization system that was used during World War II, 
and I understand that that system did not work too well just because 
the Congress was unwilling to give close attention to the total bill 
and focused more on individual pieces. I don’t know this; this is 
just what you hear about it. 

Senator Corton. If this bill and if the Hoover recommendation 
that led up to this bill, means the restoring of the system of contract 
authorization, I think it is going to meet with a stormy passage. I 
know some of my former associates on the House Committee on 
Appropriations feel very strongly about contract authorizations. 
They think it is a careless and dangerous method. But it is my im- 
pression that this bill is by no means a surrendering of actual appro- 
priations for contract authorization. It is true when you make the 
first appropriation from the first year on a long-lead item, that 
you are morally and perhaps practically obligated to go through with 
it, but it is still a far different proposition from the old style contract 
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authorization where a blank check was given to the Department. 
Isn’t that true? 

Dr. AntHony. I hadn’t assumed so. I had assumed that if the 
Navy came in and wanted this carrier you were going to have to tell 
them whether they could have the carrier or not. You could not get 
a shipyard or anybody to build a fifth of a carrier. They must have 
some kind of an expression that they can build one carrier, and this is 
contract authorization, call it what you will. 

Senator Corron. I will agree with that when you give them the fifth 
of a carrier, you have to go through. But under the old system of 
contract authorization, you authorized them to have the carrier and 
away they went and there was not, when the bill came in year by 
year, not only for that carrier but for other carriers, but for bombers 
and whatnot, under contract authorization already granted, X num- 
ber of millions of dollars if it wasn’t billions and it was at least easy 
to say that is over the dam. But this, as I understand it, means that 
yes, you give them the contract authorization for 5 years for the car- 
rier. You appropriate only one-fifth but then next year they have to 
come back for the second fifth and you are going to know whether 
that carrier is one-fifth completed, whether it is going to cost more 
at the end than they had suggested when they asked for the first fifth 
The attention of the Bureau and the Budget and the Congress is fore- 
ibly focused upon more or less on each individual project because of 
the necessity of individual appropriations which seems to me decid- 
edly different from the old contract authorization. 

I am sorry I have taken so much time. 

Senator Kennepy. We have a situation today where there are mil- 
lions of dollars obligated but unexpended balances, it seems to me 
this legislation with respect to capital expenditures would increase 
the control, maybe not of the agencies, but of Congress over these large 
amounts of money which have been appropriated but which under 
the present system and which have been unobligated but have been 
unexpended and hanging over for 2 to 5 years, under this legislation 
that situation would not be likely to occur and for that reason it seems 
to me if the congressional committees were alert, there might be some 
significant changes in capital expenditures. 

Dr. AnrHony. That is possible, sir. 

Senator Kennepy. It is just a question of how the committees meet 
their responsibilities. 

Dr. Antony. Yes, sir, entirely. Bceause I think the same thing 
would be possible under the existing legislation if the Appropriations 
Committees merely asked: “How much will you spend next year?” 

Senator Kennepy. They are more inclined to leave it to the agencies 
once they have appropriated the money because the responsibility is 
not directly on them each year. 

Dr. Anruony. That is possible. 

Senator Kennepy. While it is possible for them to do it today, the 
point is they have not done it because the obligation is not on them 
to do it as much as it would be under this bill. 

Dr. Anruony. Yes, sir. I would hope that in gaining that objec- 
tive you would not take away from them the obligation to look at the 
whole package as Senator Cotton was saying, to which they might 
not pay so much attention because it is many years off in the future. 
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Senator Kennepy. We are much appreciative of your assistance in 
regard to this legislation. 

Dr. AnrHony. Thank you. 

Senator Kennepy. The next witness is Mr. J. Harold Stewart, 
Chairman of the Hoover Commission Task Force on Budget. and 
Accounting. 

Mr. Stewart, it is a pleasure for the subcommittee to welcome you 
back. You are the stimulus for this legislation and we are therefore 
particularly happy you are back to testify again on the bill which is 
the successor to Senator Payne’s bill about which you testified in 
March, I believe. 

Senator Corton. Mr. Chairman, off the record. 

(Discussion off the record.) 

Senator Kennepy. Would you care to proceed? You probably read 
the testimony which the subcommittee has received since you appeared 
and read yesterday’s testimony and heard Dr. Anthony’s so you might 
want to comment on some of the points raised. 


STATEMENT OF J. HAROLD STEWART, CHAIRMAN, HOOVER COM- 
MISSION TASK FORCE ON BUDGET AND ACCOUNTING 


Mr. Srewart. I did. I, too, appreciate the chance to come here 
again. I appear to be one of a cloud of witnesses for this legislation. 
It is heartwarming to see really as little opposition as there is to this 
legislation and I don’t think that lack of opposition is born of a lack 
of understanding either. The revised bill, of course, is somewhat 
different than its predecessor on which I previously testified. I think 
the revisions are helpful. I think the introduction of the provi- 
sion for an accrued expenditure budget is useful and I think you 
have found a way around the transition problem by placing the 
responsibility for that on the President. I think that places it squarely 
where it belongs and under this legislation there can be little excuse 
for the executive agencies lagging in implementing it. 

While it is fresh in my mind, I might direct my remarks to Dr. 
Anthony’s testimony, which is the most recent. I am very glad to 
see that Bob Anthony and I see almost eye to eye on this problem. 
I think if you analyze his testimony, in substance it appears to be for 
this bill. He has indicated certain technical and mechanical innova- 
awe but to my mind they do not run counter to the substance of the 

ill. 

Now, let’s take his summary. In the first place his opinion is that 
the bill will have no substantial effect one way or the other on the 
control of capital expenditures. Senator Cotton, I think you dealt at 
some length with that particular matter. I would like to say that in 
my opinion the legislation will contribute materially to the control 
of capital expenditures because under th> present system whether 
something could be done or not, very little is being done by way of 
review of appropriation authority once it has been granted. Under 
the mo procedure, it would be required that there be an annual 
review of these moving programs to determine where they are at 
and where they are going. 

I think in that regard we could repeat again the testimony of the 
Comptroller General in which he said, “It is essential,” speaking of 
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obligational authority, “that the initial authority which may cover 
a forward period sometimes as great as 5 years or more, be in the most 
flexible terms and requests for such authority obviously cannot be 
supported with detailed plans. 

On the other hand, as these plans take shape in succeeding years, 
much more precise planning and appropriations are practical when 
stated in terms of accrued expenditures. Thus the use of contract 
authority when considered by the Congress to be necessary in con- 
nection with the proposed annual accrued expenditures basis of ap- 
propriations is not nor need not be viewed as a return to prior as 
duriig the period when contract authorizations were prevalent and 
significant weaknesses were apparent—I think the real distinction 
between contract authority under the conditions which will be brought 
about by the bill and conditions as they existed during World War II 
should be recognized. 

You had no accrued expenditure budget at that time. Contract 
authority was used loosely and without the ability to interpret in 
financial terms the operations under these contracts. It is clear that 
contract authority can be misused, the Congress is entitled to know 
through a representative accounting system what has happened up 
to the point of review. So I don’t think we are talking about the 
same thing as contract authority which was used in World War II. 
I know that got into disrepute but I think if you analyze the reasons 
for it you will find that under present conditions you would meet 
most of the objections if you carry out the provisions of this bill. 

Mr. Anthony in his second paragraph of his summary—item 2— 
agrees with the fact that significant improvement in the control of 
operating expenses would be effected. 

It is only when we get over to item 4 that I again find some disa- 
greement with him and that is where he suggests the phrase “at the 
highest practical level” on page 5, lines 17 and 18 should be deleted. 

What that is saying is this: That the control of expenditures should 
be at the lowest possible level. In his text he indicates that he would 
focus budgeting attention on the lowest possible level. That is un- 
fortunately where it is today. You have in the Defense Department 
over a million allotments of funds some minute and so detailed that 
it is impossible to predict in advance what the levels should be. Our 
recommendation was that budgets be prepared at the highest possible 
level in order that you might place responsibility upon responsible 
people. 

Now the illustration which was given here as to the use of brooms 
might well be considered. I don’t see how you can put together a 
budget for an operating unit unless yon include in it your estimated 
costs of consumables. You must have some idea. Otherwise how do 
you at the highest level know what you are going to need in total ? 
So if you are going to do it at some point, you can do it just as well 
through your budget. At the operating level those budgets are con- 
solidated into a budget at a higher level and you get away from this 
multitudinous allotment system under which you can’t tell really 
what did happen except you did not exceed an allotment. This 
system, of course has given rise to a great many mechanical problems. 

As I remember it, there were over 10,000 violations of the antidefi- 
ciency act in 1 year as a result of this allotment minutia. The Comp- 
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troller General reported that in his opinion the allotments were over- 
detailed. The violations mostly are purely mechanical to be sure, but 
they take time to explain and they make the antideficiency act really 
a laughing stock because that was not the sort of thing that was in- 
tended to be controlled by it. 

Going again to Mr. Anthony’s summary, he says— 

There should be some explicit mention made of the fact that a depreciation 
mechanism is not contemplated. 

I think there is general agreement that depreciation in government 
has little utility from the standpoint of operation. Once you acquire 4 
fixed asset you have acquired it, the funds are gone and relating peri- 
odic depreciation to operations becomes artificial. 

I don’ think it is necessary to spell that out in the bill. 

It seems to me you have given plenty of administrative leeway to 
the President and the Bureau of the Budget to interpret this legis- 
lation and put it into effect. Furthermore, the Comptroller General 
has a place in this picture and I think his views on that would be sub- 
stantially those that I am setting forth, although I have not talked 
with him about it. 

I would hate to see the bill cluttered up with mechanical detail or 
precepts in narrow areas that can be better left to administration. 

Mr. Anthony, in his item No. 6, suggests that at some future time 
the Congress should consider making appropriations for operating 
expenses in terms of goods consumed. 

I think that has some merit, but that is a very short step once you 
have done what this bill requires. To me the mountainous job, the 
real colossal job in this whole field is the installation of a meaningful 
accounting system as a substitute for this mutitudinous allotment sys- 
tem which I consider rea]ly meaningless from the standpoint of oper- 
ational control or the understanding of operations as far as the Con- 
gress isconcerned. It may be that there are those in the agencies that 
are so familiar with these allotments that they mean nothing to them. 
I suspect that is the case. But it seems to me that this knowledge is 
required and is useful in a good many more spots than the office of the 
person who runs the allotment system. 

As to Mr. Anthony’s final suggestion that a clear distinction should 
be made, either by legislation or by administrative action, between 
capital expenditures and operating expenses—I think it would be 
wonderful if you could write a clear distinction but I don’t think you 
want to write a textbook. As a matter of fact, textbooks have been 
written on that very distinction. I think there you have a matter of 
of the application of sound accounting principles to the particular cir- 
cumstances of a case. I personally would prefer to leave that to the 
judgment of the Bureau of the Budget and the Comptroller General. 
If after they have made decisions ae don’t appear to be what the 
Congress would like, or they are not palatable, there is then the oppor- 
tunity to define more precisely what you mean. 

Definition is somewhat like the situation you had with respect to 
obligations. As I remember it, there was a bill, H. R. 1311, which was 
passed to define obligations or attempted to define obligations and 
require the agencies to report outstanding obligations by September 30. 
That was born of a misunderstanding, if you will, as to the real mean- 
ing of the word “obligations.” If there is any such misunderstand- 
ing as to depreciation, you can always give it the same treatment. 
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It seems to me that one of the principal attributes of the develop- 
ment of an accrued expenditure budget is the fact that you cannot 
operate an accrued expenditure budget without financial facts. _ 

You must develop an accounting system. And we are not talking 
about 2 accounting systems; we are talking about 1 accounting system 
from which you can ascertain the operations of this Government. 
To dignify the present appropriation or allotment system with the 
name of an accounting system is to show a complete lack of under- 
standing of what an accounting system is. It seems to me this bill 
will be aspur. In other words, to carry out this bill, it will be neces- 
sary, it will be that there will be no choice other than to install ac- 
counting systems which are informative and serve the needs of 
management. 

I think we should recognize that there have been great improvements 
made in the direction of the development of such systems. There have 
been such improvements in the Defense Department. I think this 
bill will strengthen their hands and further spur improvement. 

I think, to sum up, the greatest impact of this legislation will be 
felt in the Defense Department. That is where 63 to 65 cents of our 
tax dollar goes. Whether we will spend less on defense or more on 
defense is problematical but we certainly should get more for our 
money under a system which puts scrutiny on expenditures rather 
than recognizes obligations and then appears to forget them. 

I don’t think I needed to say before I came here that I am whole- 
heartedly in favor of the bill and would do anything I can to imple- 
ment it after it is passed and support it meanwhile. 

Thank you, sir. 


Senator Kennepy. Thank you. 

Senator Corron. I have only one question, Mr. Stewart, relative to 
the last point about drawing a distinction between capital expendi- 
tures and operating expenses. It seemed to me that I remember when 
Congress adopted what was known as the functional budget, that we 
ran into a situation in the appropriations machinery here in the Con- 


gress where a lot of operating expenses—that is you have lump sum 
for the production of planes but in that lump sum was a lot of inci- 
dental operating expenses, so that some of us felt that under the so- 
called functional budget, that we had less chance of finding the facts 
than we had previously because we had just a lump sum for production 
of planes, a lot of salaries, of supplies, a lot of travel, of telephone, 
and other things lumped in it. 

Is that what is involved in this question of making clear the dis- 
tinction between capital expenditures and operating expenditures ? 

Mr. Srewart. No. 

Senator Corron. That is something entirely different. 

Mr. Stewart. The problem you raise—I understand the objection 
that was raised in the past, the one you have stated. But if you had 
a sound accounting system and if they came to you with a budget 
request and you said how much of this 1s for salaries; how much of it 
is for travel; how much of it is for pay of military personnel; how 
much of it is for pay of civilian personnel; you would have your 
answer to the question. Under the old form you never could get it. 

You would get a conglomerate mass which is transferred as a cost 
for the acquisition of a capital asset. I would hope under any well- 
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conceived accounting system those facts would be available to the 
Congress. 

Senator Corron. So the system contemplated in this bill has no 
effect one way or another. That is just a matter of your accounting 
system. ; 

Mr. Stewart. That is right. 

Senator Corron. Thank you. 

Senator Kennepy. We want to thank you very much again. We 
appreciate your coming down and giving your endorsement to this 
bill. You testified at some length on it, on the other bill so we will call 
on your testimony on that. That will be helpful in considering the 
whole matter before the Congress. 

(The following was received for the record :) 

LEXINGTON, MAss., June 7, 1956. 
Hon. JOHN F.. KENNEDY, 
United States Senate, 
Washington, D. C. 

Dear SENATOR KENNEDY: I very much appreciate the opportunity you have 
given me of commenting on Mr. Harold Stewart’s testimony before the Subcom- 
mittee on Reorganization, in view of the fact that Mr. Stewart’s comments were 
almost entirely concerned with my testimony to the subcommittee. As Mr. 
Stewart said at the time, he and I are essentially in agreement on most matters, 
and my comments therefore will be brief. 

Mr. Stewart does disagree with my belief that S. 8897 will result in no major 
change in congressional control over capital expenditures. Our difference here is 
strictly a matter of opinion, and I see no point in adding anything to the infor- 
mation already in the record on this matter. 

On the second and third points in my summary, we are in complete agreement. 

On the fourth point in: my summary, I believe I did not explain my position 
with sufficient clarity. Mr. Stewart wishes to reduce the present number of 
separate, minute allotments, and I am in complete agreement that this is essen- 
tial to good financial control. However, I feel sure that this can be accom- 
plished by the statement in the bill that “each agency shall work toward the 
objective of financing each operating unit from not more than one administra- 
tive subdivision for each appropriation or fund affecting such unit.” The addi- 
tional phrase “at the highest practical level,’’ which appears in the present word- 
ing of this passage, will not, I believe, aid in reducing the number of allotments 
at all and may well have undesirable consequences. As I tried to explain in my 
statement, control should be focused on the lowest practical level so as to get as 
close as possible to the point where the money is actually spent. 

With respect to my fifth point, Mr. Stewart suggested that the fact that depre- 
ciation accounting was not contemplated was so obvious that it did not need 
to be spelled out. As it happened, the very next witness, Mr. Conick, assumed 
in his statement that depreciation was contemplated in the bill, and this empha- 
sizes, I think, the desirability of an explicit statement, preferably in the com- 
mittee report, on this matter. 

On the final two points in my summary, I think Mr. Stewart and I are in 
agreement. 

If I may add a personal word, I thought it was excellent that in introducing 
Mr. Stewart, you gave explicit recognition to the very great service that he has 
rendered the country, both as Chairman of the Hoover Commission Task Force 
on Budgeting and Accounting and subsequently in his efforts to see to it that the 
recommendations are implemented. I know something of the considerable sacri- 
fice of his own time and energy that has gone into this work and of the difficulties 
he has faced and successfully overcome in explaining the complicated, unglamor- 
ous, but nevertheless, important, proposals for change in the budgeting and 
accounting structure of the Government. He richly deserves recognition for it. 

Respectfully yours, 
Rorwert N, ANTHONY, 
Associate Professor, Harvard Business School. 
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Senator Kennepy. The next witness will be Mr. M. C. Conick, a 
member of the United States Chamber of Commerce, and a senior 
partner of Main & Co., auditors, of Pittsburgh, Pa. 

Would you proceed, Mr. Conick? 


STATEMENT OF M. C. CONICK, ON BEHALF OF THE CHAMBER OF 
COMMERCE OF THE UNITED STATES, ACCOMPANIED BY WELLES 
A. GRAY 


Mr. Conicx. My name is M. C. Conick. My address is Pittsburgh, 
Pa. I am a senior executive partner of the auditing firm of Main & 
Co., certified public accountants. I am past president of the Pennsy]- 
vania Institute of Certified Public Accountants, and a past vice presi- 
dent of the American Institute of Accountants. 

I appear on behalf of the Chamber of Commerce of the United 
States, to support the accounting principles of S. 3897 in amendments 
to the Budgeting and Accounting Act, 1921, and to the Budget and 
Accounting Procedures Act of 1950. 

I am accompanied here by Mr. Welles A. Gray, assistant manager 
of the taxation and finance department of the chamber. 

I made a similar appearance before the House Committee on Gov- 
ernment Operations on May 22, 1956, in consideration of H. R. 9402 
and related bills. 

My statement here relates to the recommendations on Budget and 
Accounting recently reported to the Congress by the Committee on 
Organization of the Executive Branch of the Government. 

The Hoover Commission Task Force, in submitting these recom- 
mendations, estimated that the resultant savings might reasonably be 
expected to amount to $4 billion annually. These savings, it is be- 
lieved, can be accomplished without impairing essential Government 
services, including those connected with national defense. 

There is no congressional power more important than the control 
of ppenpnern It has been recognized since the early days of the 
Republic that supervision of the Nation’s purse strings was a prime 
responsibility of the Congress, and the Congress had reacted to that 
responsibility with a high sense of duty. 

Today, the task of weighing this country’s appropriations is more 
complex than it has ever been before. That task, staggering as it 
is in its dimensions, is made even more burdensome by the fact that 
the Government’s present accounting methods are far less efficient 
than they should and could be, and do not give the best possible picture 
to you who must make the decisions. 

I have been active in the field of accounting for 40 years; I have 
worked with some of the largest organizations in the country and I 
can tell you that I would not care to change places with you at appro- 
priations time, not under the conditions under which you operate. 

Those conditions can be changed and improved, to the Nation’s 
benefit as well as yours. 

Furthermore, other than the limited number of budget and account- 
ing personnel of highly expert competence, the people on whom you 
must rely for much of your information are not necessarily the people 
best equipped to present it to you; in the first place, their point of 
reference is not the same as yours; they are understandably concerned 
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with the continuation and enlargement of certain programs, and with 
considerations that affect their own personal well-being. 

In the second place, they are persons whose primary talents lie in 
fields other than budget reporting; they may be excellent field com- 
manders, agricultural specialists, or diplomats, but they are not 
likely to be the best authorities on the care and preservation of the 
dollar. That isa problem that industry faces, as well as Government, 
and industry solves it by means which are inherent in the 25 budgeting 
and accounting recommendations of the Hoover Commission. 

In this connection, I should note the obvious difference between pri- 

vate industry and Government, which is that private industry is run 
for profit. 

That difference makes the businessman’s task a lot easier than 
yours; he can judge his company’s position by seeing whether it is 
making a profit. You have no such rule of thumb. For that reason, 
and for other apparent reasons, you are obliged even more than the 
businessman to see that the money you appropriate is wisely spent. 

The national chamber has long recognized the conditions reported 
in the Hoover Commission’s report to Congress. In April of 1953 
the chamber recommended, as it now does, improved methods of 
appropriation, ‘with the most modern and effective procedures for 
budget preparation, review, and control. The proposal laid par- 
ticular emphasis u 20n “cost consciousness” in the presentation of 
budget requests to Congress, and called for the establishment of re- 
sponsibility for the saving of tax money. 

We have no argument with the budget process. In fact, we have 
held for a long time that this process is the logical chief control over 
Federal ex yenditures, because the budget, after all, amounts to the 
financial blueprint of a work program; perhaps a blueprint seen 
through smoked glass, but a blueprint nevertheless. 

However, as we in the national chamber have followed the budget 
process from beginning to end—from congressional authorization of 
a spending program—which according to one Representative, is where 
all the trouble starts—to the actual disbursement of the taxpayers’ 
money—we have observed many basic weaknesses. 

I would like to call attention again to some serious defects in our 
present system of budgeting, as previously observed by the national 
chamber: 

(a) The lack of dependable information concerning overall costs of 
new programs and projects. 

(6) Lack of enough independent information concerning the real 
necessity of the funds requested. 

(c) The fact that Congress has no control over actual expenditures, 
once the money has been | appropriated. 

(d) The fact that budget presentations, supported by charts, tables, 
and other graphic material, reflect emphasis not on cost consciousness, 
or the necessity for the proposed expenditures, or minimum require- 
ments, but primarily on the petitioner’s intense desire to get the cash 
out of the Conus. 

I have already referred to the national chamber’s policy as set forth 
in April of 1953 and adopted by our membership. At its 44th annual 
meeting, held. last month, the chamber adopted a policy declaration 
commending the work of the Hoover Commission. 
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Here and now, we are principally concerned with the Commission’s 
report on “Budget and accounting,” which makes 25 recommenda- 
tions. I would like to summarize a few of them here and to note the 
extent to which they may be accomplished by the enactment of S. 3897. 

One recommendation calls for revitalization of the Bureau of the 
Budget. To accomplish these aims, 8. 3897 proposes amending the 
Budget and Accounting Procedures Act of 1950 by adding section 106 
to achieve, insofar as is possible, (1) consistency in accounting and 
budget classifications, (2) synchronization between accounting and 
budget classifications or organizational structure—with the view of 
supporting budget justifications by information on performance and 
programing costs by organizational units. 

The Commission recommended that budgets be formulated on a 
cost basis, taking into consideration inventories and working capital 
carryover to reflect the cost of goods and services to be consumed in 
carrying out budget programs. 

The cost-basis principle for budgets is provided for in S. 3897 by 
the additional of subsections (b) and (c) to section 216 of the Budget 
and Accounting Act, 1921, as amended. 

The Commission recommended placing the budget and appropria- 
tions on an estimated annual, accrued expenditure basis. That is, the 
budget would be expressed in terms of the charges for goods and 
services estimated to be received during the year. 

All charges would be considered, regardless of whether or not 
invoices had been received or payments made. ‘This recommendation 
takes into consideration, for example, the difficulty of translating the 
a share of a 7-year airplane building program into a 1-year 

udget. 

And again, the annual accrued expenditure basis is contemplated 
in S. 3897 by the addition of subsections (6) and (¢) to section 201 
of the Budget and Accounting Act, 1921, as amended. 

There is a recommendation for simplification of the allotment 
system, so that there will not have to be a separate accounting for each 
infinitesimal unit of Government. To this end, 8. 3897 proposes 
amending section 3679 (g), Revised Statutes, as amended (31 U.S. C. 
665 (g)) of the Budget and Accounting Procedures Act of 1950. 

The Commission recommended that Government accounts be kept on 
an accrual basis, which would make it possible to prepare periodical 
financial statements for each agency showing “What it owns and what 
it owes, as well as the current costs of the various operations.” 

S. 3897 proposes that this be accomplished by adding a new sub- 
section (¢) to section 113 of the Budget and Accounting Procedures 
Act of 1950. 

Finally there is a recommendation that agencies accelerate the 
installation of adequate monetary property accounting records, in 
the same way that business does, and that the costs of capital assets 
be depreciated over the useful lives of those assets, instead of being 
charged off in a single year. (Accomplished by the new subsection 
(c) of section 113 of the Budget and Accounting Procedures Act of 
1950.) 

Perhaps vou have neither the time nor the inclination for me to 
review all the cogent arguments set forth in the Hoover Commission 
report to Congress. I am sure, moreover, that you are as familiar 
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with them as I. I am here today to urge that the Congress take 
measures to regain its constitutional power of control over Federal 
spending, 

That power, we believe has been increasingly threatened by present 
means of accounting. Unless the Hoover Commission’s recommenda- 
tion for annual review of all items in the current budget is accepted, 
we shall continue to mortgage away our future. 

What I have talked about to you has been the national chamber’s 
policy in support of the report as submitted by nine members of the 
Hoover Commission. I would like to summarize the brief dissents 
filed by the other three members of the Commission. Since no more 
than a summary is necessary, the full text it not quoted here. 

Commissioner Brown dissented from recommendation No. 7 of the 
report because he felt that conversion of the appropriation structure 
to an estimated annual accrued expenditure basis would require wide- 
spread changes in the entire appropriation process, and was, therefore, 
unwilling to give it a blanket endorsement without the benefit of 
further study. 

Commissioner Holifield stated it as his overall conclusion that- 

The end result of the Commission's recommendations may be formal consistency 
in accounting principles rather than actual gains in economy and efficiency. 

Commissioner Farley based his general dissent on the belief that 
what may be good for pri rate commercial enterprises is not necessarily 
good for all Government activities and operations; that— 

The transition to “cost basis” accounting will require tremendous expense and 
inconvenience, and that there is insufficient evidence that it will be universally 
workable and worthwhile. 


These objections have been duly noted and soberly considered. We 
base our support of the report as a whole on the fact that it makes rec- 
ommendations which have been tested and found essential in success- 
ful private business, and that the differences between the management 
of private business and of public government are differences of ends 

eee than of means. 

We recognize that certain disruptions would be brought about by 
introduction of the procedures recommended, but the fact is that the 
present procedures are not adequate to permit ‘the Congress to perform 
its function properly, and that the situation could grow worse, instead 
of better. 

We believe that the long-range benefits to be derived from adoption 
of these recommendations will more than offset the temporary dis- 
ruptions, and that the recommendations should be supported by every 
Senator who believes that the Republic is going to be around for a good 
many more years. 

Thus, in general, the chamber of commerce supports the basic pro- 
visions of S. 3897, w vhich will do much to put into attec ‘t these important 

rec ommendations of the Commission. 

On comparing S. 3897 with S. 3199, earlier considered by your sub- 
committee, and its House counterpart H. R. 9402, we note improve- 
ments in language, and are particularly gratified ‘at the inclusion of 
the section directing development of an accrual system of budgeting 
and appropriating. 

We note also, however, omission of certain of the provisions of S. 
3199 and H. R. 9402 which we feel to be very important. I have par- 
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ticular reference to those dealing with the regular assignment of 
hudget examiners to each agency, the establishment of agency comp- 
trollers, the provisions for a staff office of accounting and the require- 
ment of performance reports, all of which also were recommendations 
cf the Commission. 

We realize that the acts of 1921 and 1950 gave the Bureau of the 
Budget discretionary authority to take steps along these lines. 

In view of the fact, however, that these things have not been done 
since the passage of the 1921 and 1950 legislation, we suggest that if 
Congress desires that these steps be taken, it would appear advisable 
to make them mandatory as provided in 8. 3199 and H. R. 9402. 

Thank you very much. 

Senator Corron (presiding). We thank you. You have given us an 
excellent statement. 

May I ask you to refer to the paragraph in the middle of page 8 of 
your statement which begins, referring to the Hoover Commission. 

Finally, there is a recommendation that agencies accelerate the 
installation of adequate monetary property accounting records, in 
the same way that business does, and that the costs of capital assets 
be depreciated over the useful lives of those assets instead of being 
charged off in a single year. 

A number of witnesses before this committee who have insisted 
that we should not only not act on that recommendation but that we 
should specifically make a declaration in this bill that we are not 
contemplating having a system of depreciation. 

I take it you don’t agree with that viewpoint. You think that the 
Government should 

Mr. Contcx. I have two views on the question of depreciation. I 
heard the discussion here this morning. I heard your questioning. 
[ heard the two witnesses. In addition to depreciation you also have 
obsolescense as an element of cost. The depreciation on this building 
is a very small factor. This building might last 50 or 100 years; 
| or 2 percent of the cost of this building is not a very important factor. 
If on the other hand you appropriate X billions of dollars for the 
building of a capital asset or assets which becomes obsolete before it 
is completed, it would seem to me that you should have some infor- 
mation before you as to that obsolescence and accrual. I think it is 
an important factor. I think it is a material factor. 

Senator Corron. Could you give us an example of what you have 
just referred to? 

Mr. Contcx. Yes; I can give you an example. Let’s suppose in 
this field of electronics now, appropriate X billions of dollars for the 
production of missiles. I don’t know much about missiles. I am an 
accountant. But I do know that the building of missiles takes a 
few years, first in the development, the research work, and then in 
the construction. If at the end of the third year, the research work 
shows that what was developed in the previous 2 or 3 years became 
obsolete, yet billions of dollars have been spent on the production of 
the item, it would seem to me that you should know about that when 
you are appropriating the next several billion dollars for a similar 
project. 

Senator Corron. Of course, I can understand in private industry 
that that is a very practical thing. Also like many Members of Con- 
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gress, I have been often irked somewhat by the fact that when we are 
elving into the financial operation of national defense that we are 
constantly being faced with the cloak of secrecy and it is hard some- 
times to discover financial facts because of the classified information. 

If a congressional committee or the Bureau of the Budget were in 
a position to demand or try to demand information about the fact 
that the guided missile, which is under construction and upon which 
we based our hopes was obsolescent and had been outstripped, we would 
be getting into the field of some pretty classified information that 
would be pretty dangerous to have spread around the world. 

We are always up against that delicate situation. I wonder if that 
particular example i is the best kind of an example because you are run- 
ning straight into a field that I acknowledge may be : abused but where 
there is a necessity for not putting on paper and periodically airing 
before Congress or anybody else just which of our weapons work and 
which don’t and which were a good investment and which were a 
mistake. Isn’t that right? 

Mr. Conickx. That would apply to a carrier, any large capital im- 
provement, not necessarily one that is secret but one that is out in the 
open. 

Senator Corron. In the secrecy of appropriations committees I 
have known representatives of the Defense Department to be most 
frank in indicating those portions of the program that had not been 
successful or were outmoded and outdated. But there is a difference 
in coming up on the Hill and going into an executive session and out- 
lining the situation, and in inst: ling a system of accounting whereby 
in black and white as a matter of public record somebody has to indi- 

cate our mistakes and weaknesses; isn’t that right 

Mr. Conick. Getting away from the obsolescence of war items, 
getting down to the ordinary depreciation of fixed assets, the only 
way you can measure new appropriations for fixed assets is to know 
the extent to which the assets which are being replaced are being 
depreciated. 

Unless you have a system of estimating the usefulness, the useful life 
and the extent to which they have been used up, there is no way you 

‘an measure the need or determine the need for a new appropriation 
to replace an old one. 

Senator Corron. My questions are not necessarily antagonistic to 
you. Lamtrying toclear this up. Do you think it is practical for the 
Government to set up some kind of a system to show depreciation on 
office furniture, typewriters, accounting machines, and all of the multi- 
tudinous paraphernalia that we have in Government? Sitting on an 
Appropriations Committee I have seen people come up and want so 
much money for replacements for typewriters. We always say how 
many typew riters do you have?’ What has happened to them and 
how many of them are worn out? What are you doing with the ones 
that are worn out? I merely would like to have you just very briefly 
indicate the answer to those who have testified before the committee 
and indicated that it is not, at least at the present time, a practical 
proposition to set up a system of determining depreciation in the 
Government. 

Mr. Conick. It is just as practical to set up a system of deprecia- 
tion for fixed assets for Government as it is for private business. You 
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are dealing with facts. You are dealing with values. You are dealing 
with specific things, with things that have an estimated useful life 
and there is no reason why the Government should not know the ex- 
tent to which its money is being invested in things that have a life 
longer than 1 year and how each thing is being used up over its useful 
life. 

I don’t know of a private business today that does not have a sys- 
tem of determining the extent to which its fixed assets are being used 
up in the business. 

But prior to 1913 or thereabouts, it was true that very few busi- 
nesses ran their records in such a way as to determine accrued depre- 
ciation. There is no reason now why Government can’t do it. It has 
not been done. It isn’t being done in our cities or counties or States 
and it is not being done here at the moment. You are dealing with a 
fixed asset that has a useful life of more than 1 year and there is no 
reason why you can’t measure its life the same as you do in business. 

Senator Corron. Of course, we have a General Services Administra- 
tion, a large part of whose activities are devoted to furnishing these 
necessary tools and to check and examine into the needs of various 
departments and see if automobiles need replacement or something 
else and then to find and dispose of and make use of the depreciated 
item. My guess is that they send the old desks up to Congressmen and 
Senators, from what I have. But there is a department devoting 
itself to that task which is not analogous to private industry. 

Mr. Conicx. The principle of depreciation is just as sound and 
applicable in Government as it is in business. You are dealing with 
a fixed asset. You are dealing with something that has a useful life 
longer than 1 year, 2 years, sometimes many more years. There is no 
reason why you should not have records showing the extent to which 
those assets are being used up and depreciated. 

That is an accountability. 

Senator Corron. Suppose you have those records; how are you 
going to apply those records as a practical matter! 

In what w ay, in the budget making process and the appropriation 
process { 

Mr. Conic. Let’s take an example. You have a building here with 
furniture in it and you have X dollars invested in this furniture. You 
have records showing that that furniture was bought X years ago. 
It has been depreciated. It has been used up. A request is made to 
replace that furniture. If you know from your accounting records 
that the furniture has been used up, has been in use for X number of 
years and over those years the accounting records show that it has 
been properly depreciated and there is a support for the new fur- 
niture, you have a basis upon which to measure the request for the 
new furniture to the extent that the old furniture has been depreciated. 
It is true that the new furniture might be of a different make, differ- 
ent size, even of a higher value. But that is beside the point. If you 
have a request for new furniture in this building here and you know 
that over the years X dollars have been spent for furniture and over 
the years it has been depreciated according to the records fully or 
thereabouts, then you have a basis upon which to determine the need 
for the new appropriation for furniture. 

Senator Corron. Thank you very much, sir. 

= William Jackman, president of Investors League, Inc., of New 
York. 
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STATEMENT OF WILLIAM JACKMAN, PRESIDENT, INVESTORS 
LEAGUE, INC., NEW YORK, N. Y. 


Mr. JackMAN. I am William Jackman, president of Investors 
League, Inc., with national headquarters at 175 Fifth Avenue, New 
York C ity. 

The Investors League is the oldest and most successful organization 
of investors, with thousands of members who reside in every State in 
the Union. It is a nonprofit, nonpartisan voluntary membership 
organization of investors, both large and small, who make up the 
backbone of our national capitalist economy. 

We are grateful for this opportunity to appear before your dis- 
tinguished ‘committee 1 regarding S. 3897, which would enact into law 

various recommendations of the Hoover Commission designed to im- 
prove governmental budgeting and accounting methods and pro- 
cedures. 

The sponsors of this bill should be highly complimented on their 
effective coordination with the General ~ Accounting Office and the 
Bureau of the Budget in prepar ing this amended version of the origi- 
nal Payne-Lipse omb bill (S. 3199 and H. R. 9105). 

By limiting the amount of congressional appropriations for each 
fiscal year to the estimated amount actually to be spent or accrued 
during that year, as provided in this bill the control of unexpended 
billions of dollars of appropriations would be restored to the control 
of Congress where they properly belong. 

Senator Kennedy, your ch 1airman, Senator Payne, and the 30 other 
distinguished Senators who have cosponsored this bill are hereby un- 
selfishly rendering to the entire population of the United States the 
greatest legisl: ative reform that ever has been attempted, at least 
during the } present generation. This legislation concerns itself with 
the good of every living American as well as the welfare of those who 
have not yet been born. 

From the original inception of the Hoover Commission and its task 
forces down to this very day, the unselfish nonpartisan character of 
the members of the Commission and of the Members of Congress in 
their approach to the job at hand has enabled them successfully to 
ignore all efforts of those self-serving vociferous organized pressure 
groups which on various occasions have sought to distort and mis- 
represent the accomplishments of this great group of sincere, able, 
and courageous patriots. 

Gentlemen, my appearance before this committee is not to present 
my views as an expert on budgeting and accounting. I am here only 
to represent the interests of the American investor—that important 
citizen whose interests for the past 25 years have been almost com- 
pletely neglected in the councils of government. 

It is the private investor, and he alone, who saves more than he 
spends, and puts his savings at risk in industry in hope of a fair return. 
I repeat, gentlemen, it is he alone who can provide the $12,000 for the 
tools of industry and the research needed to provide a job for each 
worker in industry. Destroy the investor, either deliberately or 
through oversight and you destroy capitalism itself. 

Just because the investor does not pressure you to death with erack- 
pot spending schemes, don’t make the mistake of thinking he is not 
politically conscious or that he is too small a segment of our popu- 
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lation with which to be bothered in an election year. He is our slum- 
bering giant just awakening from his state of apathy, about to gird 
himself for political battle against those who would destroy him with 
the insidious poison of punitive taxation and destructive inflation. 

In 1952 the highly reputable Brookings Institution, here in Wash- 
ington, completed an intensive, conservative research study titled 
“Share Ownership in the United States.” This survey indicated that 
7,050,000 families of the total of 50 million families in this country 
owned corporate stocks. 

It has — conservatively estimated that share ownership has 
increased by 15 percent since that factual study was made. This 
would indicate that approximately 8,100,000 families now own stocks. 
If we conservatively assume that the average family comprises 21% 
adults, it is apparent that there are over 20 million voters among those 
investor-shareowner families. I ask you, gentlemen, how long can the 
interest of these 20 million voting citizens be ignored ? 

In recent years investors have been urging vitally needed and long- 
overdue tax revisions that would encourage investment incentive and 
not deliberately discourage it. The principal obstacle to such tax 
revision is the inability to balance the Federal budget, due in no small 
measure to the unbounded waste in Government operation. 

Enactment into law of S. 3897 will give to our millions of investors 
the first ray of hope for large tax reduction that they have ever 
enjoyed. The bill presumably will save $4 billion annually now being 
wasted in the business of running the executive branch of the Gov- 
ernment and its many bureaucratic agencies without eliminating any 
necessary Government service ; $4 billion a year isa lot of money. It 
amounts to about 1314 percent of the annual individual Federal 
income tax. 

I might emphasize that I am here to urgently recommend that 
S. 3897 be enacted in this session of Congress, so that investors along 
with all other of our taxpaying citizens, will begin to reap the benefits 
as soon as possible. 

The 84th Congress of the United States, by enacting this bill into 
law, will make an honored and long-enduring name for itself in the 
history of this great Nation. 

The recommendations upon which this bill is based have been deter- 
mined after years of thorough study and research on a politically 
nonpartisan basis by the best practical minds that this Nation can 
produce. We investors have accepted their findings and recommenda- 
tions and their estimates of savings as essentially reliable and 
authentic. 

While we well realize that action on S. 3897 may be opposed di- 
rectly or in some roundabout fashion by those who may have a vested 
interest in spending the public funds to suit their own selfish whims 
and fancies, we strongly urge the members of this committee to ignore 
as uninformed, and therefore immaterial and irrelevant, that part of 
any testimony presuming to be “expert” that may be presented at this 
hearing by economists, educators, or other theorists. While they may 
be experts in their own respective fields, I doubt that they have had 
the years of solid practical experience in budgeting and accountin 
procedures in successfully running Government and business iach 
as have been experienced by the members of the Hoover Commission, 
its task forces, and their consultants. 


a lh ra 


aia ic 


Bap Alsalhia aR cab ON 


uth alae 





BUDGETING AND ACCOUNTING 317 


After all, gentlemen, the United States Government is the biggest 
business in the world. Unless it is run on a strictly business basis, 
with efficiency and a minimum of waste, we can never hope to get the 
long overdue tax relief so necessary to encourage private individual 

capitalism and a better and more prosperous world for our children 
a our children’s children. 
Gentlemen, I thank you. 

Senator Kennepy. Mr. Jackman, we appreciate your testimony 


very much. 

I was interested in seeing the small folder or cartoon book which 
you prepared when our bill was written, containing a quotation by 
Senator Cotton. We thought it was very good. 

Senator Martin, do you have any questions ? 

Senator Martin. No questions. 

Senator Kennepy. Thank you very much. 

I have a statement from the Kansas State Chamber of Commerce for 


the record. 
(The statement referred to is as follows :) 


STATEMENT OF KANSAS STATE CHAMBER OF COMMERCE, C. C. KILKER, MANAGER, 
TOPEKA, KANS. 


The following statement of the Kansas State Chamber of Commerce is sub- 
mitted for consideration by the Senate Government Operations Committee in 
its hearings on 8S. 8897, scheduled to begin June 4, 1956. 

The Kansas State Chamber of Commerce is a voluntary, nonprofit organization 
with a statewide membership of approximately 2,850 individuals, firms, and 
associations in the State of Kansas representing practically every segment of 
the State’s economy. 

Following study by its Federal taxation council, the board of directors of 
the Kansas State Chamber of Commerce has endorsed many of the major recom- 
menations of the second Hoover Commission, including those relating to budget 
and accounting procedures. 

There is no congressional power more important than the control of appro- 
priations. The task of weighing this country’s appropriation needs is growing 
more complex every year. To meet this problem, business recognizes the need 
for improved procedures for budget preparation, review and control. 

Without minimizing progress that has been made in this field, serious defects 
in the present system of budgeting have been recognized and pointed out. Among 
these are: 

1. Lack of dependable information concerning the overall costs of new pro- 
grams and projects. 

2. Lack of congressional (or executive) control over actual expenditures, 
once the money has been appropriated. 

3. Lack of knowledge about the actual annual costs of programs or projects. 

Recognizing such deficiencies, the Kansas State Chamber of Commerce supports 
the Hoover Commission recommendations aimed at correcting these and other 
shortcomings, in part through executive action and in part through legislation. 
It is encouraging that the President’s message of May 10 promised executive 
action and requested legislation to provide a coordinated attack on the problem. 

There seems to be no dispute over the fact that present procedures are 
not adequate to permit Congress to perform its function properly. This situa- 
tion is growing worse instead of better. Believing firmly in the long-range bene- 
fits to be derived from adoption of the Héover Commission recommendations, we 
urge passage of 8. 3897 or other legislation to accomplish this purpose. 


Senator Kennepy. The subcommittee will now recess to meet. to- 
morrow morning at 10 o’clock, to hear from the Department of 
Defense. 

(Whereupon at 11:50 a. m., the hearing was recessed to reconvene 
at 10 a.m., June 6, 1956.) 








pens Sr a arene <r epee 


lle ee a 








ate re alli a Ne 





BUDGETING AND ACCOUNTING 


WEDNESDAY, JUNE 6, 1956 


Untrrep States SENATE, 
SUBCOMMITTEE ON REORGANIZATION OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:10 a. m., in room 
457, Senate Office Building, Senator John F. Kennedy (chairman of 
the subcommittee) presiding. 

Present: Senators John F. Kennedy, Massachusetts; Norris Cot- 
ton, New Hampshire; and Thomas E. Martin, Iowa. 

Also present: Miles Scull, Jr., professional staff member; Glenn K. 
Shriver, professional staff member; and Mrs. Kathryn M. Keeney, 
clerical assistant. 

Senator Kennepy. The subcommittee will come to order. 

The first witness will be the senior Senator from Massachusetts, 
Senator Saltonstall. 


STATEMENT OF HON. LEVERETT SALTONSTALL, A UNITED STATES 
SENATOR FROM THE STATE OF MASSACHUSETTS 


Senator SavronstTaty. Mr. Chairman and Senator Martin, first I 
apologize gratulate you on starting on time and I apologize for 
delaying you except that as I told you we have some tariff problems 
and agricultural problems in Massachusetts and that is what delayed 
me. I appreciate very much this opportunity to appear before you 
and your subcommittee on a matter that I feel is of real import: ince to 
us all as Members of Congress and as part of our great Government 
here in Washington. 

In the past few years there has been a growing concern over the 
fiscal management ‘of the Federal Government, which is not at all 
surprising in view of the extremely large amount of money handled 
annually by the Government and the increasing complexities of gov- 
ernmental problems. 

I believe strongly that Federal budgeting and accounting procedure 
and methods can and should be improved. My experience in this 
regard and my opinions are based not alone on my observations of 
Federal methods sind procedure but also on my experience as Gover- 
nor of Massachusetts over a 6-year period. 

Mr. Chairman, in Massachusetts we did reorganize the govern- 
mental expenditure accounting procedures. I used to receive once 
a week from the commissioner of administration and finance there a 
statement of expenditures, our accruals and the balance of the appro- 
priations. I went over it with the administrator once a week ard 
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in that way was able to keep after the various department heads if 
they were going too fast or if they weren’t going in the right direction. 

Now, Mr. Chairman, I should like to cite for the committee five spe- 
cific instances illustrating the problem as I see it and suggesting ave- 
nues for improvement of our present system. 

1. Many of our rhatnieh balities and State governments have an 
accrual system. So far as I know, the Federal Government has none. 

2. It is my understanding that there is no present method for ac- 
counting for outstanding checks. In other words, the cash balance 
of the Treasury Department is made up on a day-to-day basis after 
the day’s business is completed, and outstanding checks to the best 
of my knowledge are not accounted for. 

3. The inventory systems of the Government are far from complete. 
The armed services as a result of the amendments to the Unification 
Act of 1949 are building one up but it is progressing very slowly. 
Navy, I think, has advanced furthest in that direction. The Army 
is next. The Air Force, of course, is the newest force, and their in- 
ventory system has advanced the least. Until very recently there 
was no inventory of real estate owned by the Government. 

I think you will find that the real-estate inventory that is now made 
up each year and reported to the Appropriations Committee of the 
Senate has only been in effect now for about 2 years. That was started 
several years ago in the Subcommittee on Independent Offices that was 
headed by Senator Maybank, of South Carolina, and myself. With 
the approval of the full committee we brought about an inventory of 
all the real estate by the Government and that I hope is now kept up 
to date. 

4. Under present budgetary practices, original estimates are built 
up almost a year in advance of the start of the fiscal year. In some 
instances they are outdated by the time they are put into effect. 

5. It is very difficult to distinguish between expenditures and ap- 
propriations and if your committee, in working on this problem, can 
bring about some method so that a layman can distinguish simply be- 
tween the appropriations that are made by Congress each year and the 
expenditures based on those appropriations and based on accumu- 
lated balances that are made by the departments, I think that would 
be a real help to us in making the appropriations each year. 

These are but a few of what I know must be just a few of count- 
less examples of ways and means by which our budgeting and ac- 
counting methods can be improved. Any one of them by itself might 
seem to be of no great consequence, might appear not to offer any 
essential savings or factor of efficiency but taken together, multiplied 
by the many departments of Government and the many national and 
local interests with which our Federal Government must deal, these 
represent tremendously important ways of better accounting for our 
Government’s income and more sensibly and economically keeping 
track of and controlling its expenditures. ’ 

I believe that this bill, S, 8897, represents a commonsense proposal 
for dealing with this problem, initially. I certainly intend 40 give 
it my full and continuing support and I hope very much, Mr, Chair- 
man, that, with your subcommittee’s approval, it may be reported 
favorably to the full committee and then to the Senate. 

I realize that it is a very complicated subject and I realize that 
after these hearings you may have suggestions and new ideas that may 
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result in amendments but the principle is there. I am awfully glad 
to see that you are working on it. I hope you will make a real progress. 

Senator Kennepy. Senator, just one question.. As a member of 
the Appropriations Committee of the Senate, do you feel that the 
passage of this legislation would’ make the job of the Appropriations 
Committee easier in the sense that it would make it possible for them 
to keep a better eye on governmental expenditures ¢ 

Senator SarronsTauu. I certainly do. As I say, the thing that 
shocked me most when I first tried to study this problem as a member 
of the Appropriations Committee was the lack of any accrual system 
and also that no department, unless you went right into it and de- 
manded it, would tell you its unexpended balances. We do that today 
in the Defense Department—and in the Mutual Assistance Act—be- 
cause they represent such a large part of the available money for the 
Defense Department. 

But until that came along we never went into that subject at all. 
I think it is very important and it would be very helpful. I think it 
would also be very helpful to the Appropriations Committee to dis- 
tinguish, as I say, between appropriations and expenditures and how 
they affect our Government. That is not understood, and those two 
terms are confused time and time again. 

Senator Kennepy. Thank you. 

Senator Martin ? 

Senator Marrin. I have no questions but I appreciate your opinion 
based as it is on your work and your experience on appropriations 
and on your work with the independent agencies, | think you have 
made some very good observations. ; 

Senator Sartonstatn, Thank you, Senator. I appreciate the op- 
portunity to come here before you. 

If I might just add this one thing, Mr. Chairman, have you seen 
that inventory of real estate that was started 2 years ago and printed, 
I think, as a Senate document, 2 years ago, and I think the House 
committee has also built up an inventory. 

Have you seen those? Have you had those inventories before your 
committee here ? ; 

Senator Kennepy. Yes, the inventory of real property has been 
received by the committee. Mr. Shriver advised me that the report 
is frequently used by the committee staff. 

Senator SarronsraLu. That may be helpful. I think that inventory 
system of real estate could be very much improved and made more 
useful than the form in which it now appears. 

Senator Kennepy. I agree with you, Senator Saltonstall, thank you 
very much. 

Senator SauvronsraLy. Thank you, Mr. Chairman, and Senator 
Martin. 

Senator Kennepy. The next witness will be Mr. McNeil, Assistant 
Secretary (Comptroller) of the Department of Defense. He is 
accompanied by General Williams, Comptroller of the Army; 
Admiral Beardsley, Deputy Comptroller of the Navy; Mr. Cassidy, 
Assistant Comptroller of the Navy, by Maurice H. Lanman, Assistant 
General Counsel for Fiscal Matters, and Howard W. Bordner, Deputy 
Comptroller for Accounting Policy. 
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Mr. McNeil, thank you very mueh-for coming up. We appreciate 
the other gentlemen coming with you. Would you care to proceed in 
any way you wish? 


STATEMENT OF W. J. McNEIL, ASSISTANT SECRETARY (COMP- 
TROLLER), DEPARTMENT OF DEFENSE: ACCOMPANIED BY 
LT. GEN. LAURIN L. WILLIAMS, COMPTROLLER OF THE ARMY; 
REAR ADM. G. F. BEARDSLEY, DEPUTY COMPTROLLER, AND W. P. 
CASSIDY, ASSISTANT COMPTROLLER OF THE NAVY; MAURICE H. 
LANHAM, ASSISTANT GENERAL COUNSEL, FISCAL MATTERS, AND 
HOWARD W. BORDNER, DEPUTY COMPTROLLER FOR ACCOUNT- 
ING POLICY, DEPARTMENT OF DEFENSE 


Mr. McNew. Thank you. The other gentlemen are accompanying 
me because this is rather an involved subject and I thought perhaps 
subsequently in the questions it might save the committee time and 
would be helpful if they were present. 

I might first, Mr. Chairman, touch upon several items in the state- 
ment and then try to reply to any questions that the committee may 
have. 

It is understood that S. 3897 is a substitute for S. 3199 upon which 
we have made a previous statement to your committee. It is based 
upon certain recommendations of the Hoover Commission in its Report 
on Budget and Accounting. 

This bill eliminates a number of features of S. 3199 and deals with 
the following amendments of the Budget and Accounting Act of 1921 
and the Budget and Accounting Procedures Act of 1950: 

(1) A requirement for the institution by the departments and estab- 
lishments of the cost basis of budgeting in submitting requests to the 
Congress for appropriations, in such manner and at such times as may 
be determined by the President (sec. 1 (b) of the bill). 

(2) A requirement, as soon as practicable, for each executive agency 
to maintain accounts on the accrual basis (including integrated prop- 
erty accounting) to facilitate the preparation of cost-based budgets 
(sec. 2 (b)). 

(3) A requirement for achieving, insofar as possible: (@) consist- 
ency in accounting and budget classification; (6) synchronization be- 
tween accounting and budget classifications and organization struc- 
ture; and (c) support of budget justifications by information on 
performance and program costs by organizational units (see. 2 (a)). 

(4) Requirements in administrative control of appropriations or 
funds: (a) to simplify and reduce the number of administrative sub- 
divisions (sec. 2 (c)): and (6) to make administrative subdivisions 
upon the basis of cost-based budgets when instituted under section 
1 (b) of the bill (sec. 1 (b)). 

(5) A newly proposed requirement to make appropriations upon 
the basis of estimated annual acerued expenditures, rather than esti- 
mated obligations to be incurred, when and to the maximum extent 
deemed desirable and practicable by the President (sec. 1 (a)). 

I have listed them in inverse order in order that I may discuss 
the four points more or less as a grouping and deal with the proposed 
requirement to make appropriations on the basis of annual expendi- 
tures and deal with that separately. 
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As previously stated to your committee, the Department of Defense 
wholeheartedly supports the provisions of this bill with respect to the 
use of (1) cost-based budgets; (2) the accrual basis of accounting, 

3) the basis of syne hronizing budget and account classifications, and 
(4) the basis of administrative subdivision of funds—provided that 
(a) the meaning of “costs-based budgets” and the “accrual basis of 
accounting” is understood ; (6) the ‘obligation basis of budgeting, 
accounting and administrative control of appropriations and funds 
is also continued to be utilized; and (¢) adequate time is allowed for 
orderly development and installation of practical new methods in a 
manner that will not disrupt operations nor unduly increase the ex- 
pense of conversion. 

The question of conversion of the basis of appropriations to accrued 
expenditures as I mentioned a moment ago may be separated from all 
the other provisions of the bill, ine luding ¢ cost budgeting. 

That will be a subject of comment later in this statement. 

All of the other provisions of the bill may be implemented without 
changing the present obligation basis of appropriations. 

So far as the Department of Defense is concerned, title LV of the 
National Security Act, as amended in 1949, based upon recommenda- 
tions on the first Hoover Commission, alre ady contains, among other 
things, most of the features of the foregoing proposals, other than the 
accrued- expenditure basis of appropriations. This bill would make 
such requirements governmentwide and, while not as broad in scope 
as title IV, does add certain specific detailed requirements which are 
not in title LV. 

With the aid and encouragement of Congress (especially the Ap- 
propriations and Armed Services C ommittees ) the Department of 
Defense has made much progress under title IV in: 

(a) Improving appropriation and budget account structures; syn- 
chronizing budget and account classifications and organizing units, 
and providing an ac count structure to take the cost-basis of budgeting, 
as well as the obligation basis. 

(6) Installing financial accounting for property, worldwide, on a 
practical basis, with special consideration of needs of combat forces. 

(c) Instituting the use of working capital funds, authorized by 
title IV, to finance inventories of consumable materiel and operations 
of industrial- and commercial-type activities which furnish goods 
and services to other activities. These funds provide great manage- 
ment advantages which could not be obtained if appropriation meth- 
ods were used. Also these funds employ the accrual basis of account- 
ing for their operation (similar to private industrial and merchan- 
dising businesses). And they also facilitate the use of the accrual 
basis of accounting and cost budgeting and accounting by the cus- 
tomer, or consuming activities which are financed by appropriated 
funds. 

(d) Improving and simplifying the basis of administrative sub- 
divisions of appropriations and funds. 

(e) Beginning the use of cost-based budgets and accounting and 
the use of the accrual basis of accounting for appropriation financed 
activities. 

(7) Establishing a sound basis of programing and budgeting for 
procurement requirements, in terms of cost, of all major end items, 
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through analysis of planned peacetime and mobilization requirements 
and consideration of quantities on hand and on order. 

(7) Improving obligation accounting under section 1311 of the 
Supplemental Appropriation Act of 1955. 

(h) Beginning the use of commitment accounting under long lead- 
time programs. I might add commitments are procurement actions 
prior to obligation—such as orders to place contracts—for which 
funds should be reserved in determining the day-to-day status of 
these programs, as well’ as accounting for progress in performance. 

(7) Improving administrative budgets and reports. 

Mr. Chairman, I dwelt on those points because frequently through 
a series of hearings, when changes are being advocated, it 1s very easy 
to emphasize what has not been done and not what actually is being 
done in the present framework and my remarks on present progress 
is an effort to put the problem in perspective. 

In the area of operations and maintenance, the Department of 
Defense is moving toward the goal of budgeting, controlling and 
accounting for all controllable costs of each major identifiable activity 
under one allotment. This requires improvements in appropriation 
and budget account structures—synchronizing budget, accounting, 
and organization structures—managing programs in simple direct 
organizational channels—as well as use of the accrual basis of ac- 


counting, including financial accounting for inventories. 


I would like to dwell on that for just a moment if I may. The 
accrual basis of accounting is fine but it is more meaningful if it is 
in line with the organization structure and if the basis for appropria- 
tions is also on the same wavelength. We are trying to synchronize 


all three facets of the problem. 

The three military departments are in different stages of progress 
in making these improvements. The Department of the Army, for 
example, has recently reached what I consider an important milestone 
in this program, as indicated in the following excerpt from the report 
of the House Appropriations Committee on the defense appropria- 
tion bill for the fiscal year 1957 with respect to its $3 billion opera- 
tions—and—maintenance appropriation. The House committee re- 
port stated: 

The Department has presented to the committee a proposed revision in the 
budget structure for the maintenance and operations appropriation to make it 
correspond more ciosely to the Command Management System currently being 
installed throughout the Army. This system, which will provide the basis for a 
cost-of-performance-type budget, is progressing rapidly and, it appears to the 
committee, will make possible the gathering of more accurate information on the 
cost of operations and closer financial control, in addition to giving the indi- 
vidual commanders and their staffs greater authority and flexibility in conduct- 
ing their day-to-day activities within the limitations imposed by actual cost 
factors, ; 

That is the end of the quotation in the committee report. If there 
were time other examples applying to the Navy and the Air Force 
could be cited. 

In making these improvements in the financial system, special con- 
sideration is being given to the combat and combat-support forces of 
each service. The system can and must be simple for these activities, 
as well as fit into the entire system in each military department. 

I might mention that double-entry bookkeeping is perfect for cer- 
tain types of installations, but we have a question whether the double- 
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entry is right for an Army division at the 38th parallel in Korea under 
combat conditions, yet we have to integrate the different methods 
properly applicable to different funct ions into one package. 

Nevertheless, much remains to be done because of the time it takes 
in such an immense complex and farflung establishment as the Depart- 
ment of Defense. 

Because the problems cannot be dealt with except in consideration 
of every facet—management requirements, programing, budgeting, 
funding, property accounting, cost accounting, and so forth—we have 
developed a complete plan for our financial system. 

While perhaps time would not permit this morning, we would be 
happy if during your later consideration of legislation, or at any time 
this committee would like to have it done, we could present the 
complete plan to you. It takes about an hour or an hour and 15 
minutes and tries to indicate the type of management, budget, and 
accounting problems that we have in the Department of Defense and 
how we would propose to integrate it all into a single package. So if 
the committee chooses at any time in the near future, we will come 
up here or have you come down and give your our views as to how we 
think all the various facets of the financial problems can be integrated 
into one package. 

The Chairman of the Hoover Commission Task Force on Budget 
and Accounting has told you that the Department of Defense has made 
improvements in financial management, and some of them have been 
mentioned in task-force reports of the Hoover Commission, including 
that on business organization, but it apparently did not appreciate the 
full magnitude and scope of the improvements and the nature of the 
complete system required. In that connection, it is regretted that the 
Task Force on Budgeting and Accounting spent so little time with the 
Department of Defense during their deliberations. 

The Department of Defense agrees with the proposal for sub- 
mitting cost-based budgets to the Congress with appropriation re- 
quests Just as rapidly as “it is feasible to do so, considering not only the 

rate of continuing progress in the installation of i improved financial 
systems but also technical progress in the development of generally 
acceptable forms of budgets and reports for the Congress. 

I would like to say that this can be done—and is being done without 
changing the basis of appropriations. 

As stated by many observers, it has been true in the past that in- 
adequate attention has been paid to costs in the Federal Government. 
It is possible, however, to budget for both obligations and costs within 
the present basis of appropriations in terms of obligational authority. 

The cost basis of budgeting and accounting may be implemented 
in different ways, as illustrated by practices approved by the Congress 
for different agencies. 

First, is the problem of relating cost-based budgets for operating 
activities and the budgets for procurement of consumable inventories. 
Cost-based budgets for operating activities must reflect the cost of 
materiel consumed. But cost-based budgets are also required for 
procurement and inventories of this materiel in advance of consump- 
tion. And both types of budgets must be related to appropriations 
and funds made available by the Congress. 





326 BUDGETING AND ACCOUNTING 


In the Department of Defense, consumable inventories, or stocks 
on hand, amount to more than $15 billion including food, clothing, 
spare parts, fuel, lumber, medical supplies, and so on. Most of it is 
centrally procured and distributed by inventory managers. Much of 
it is even chargeable upon use to different appropriations, as well as 
decentralized activities, locally managed. There are also large 
amounts of sales to individuals and to other services. 

The Department of Defense has found a valuable tool in the use of 
working-capital funds to finance procurement of these inventories 
and holding them until sale or issue for use—conforming to the or- 
ganization needs in separate management of inventories and con- 
sumption. 

It also means that obligations of consuming appropriations are 
actually budgeted directly on the basis of both cost and accrued ex- 
penditures—no reconciliations between costs, accrued expenditures, 
and obligations are required for these inventories, as is true in the 
case of some other agencies who do not use these funds. And yet the 
Congress actually exercises effective control over these working-capital 
funds through the power to appropriate or reduce capital require- 
ments based upon the amounts justified for future plans—separate 
actions which would not be available to the Congress if budgeting 
and financing of inventories were combined with the cost of operations 
under the operating appropriations. And such combined budgeting 
and accounting would be quite complex—especially for laymen. 

By laymen I mean generally the kind of people we must depend 
on to manage our business. Excellent ship commanders and excellent 
field commanders, excellent aviators—they are the people we must 
depend on to run it. We have to gear our systems so they can under- 
stand it in order to help them manage the business. 

Similarly, the budgeting, programing, and accounting for the cost 
of production of goods and services—for example, ship construction 
and ship-repair work—is simplified and better management facilitated 
by the use of working capital funds for financing Defense industrial- 
type activities—for example, shipyards—which do work for the pro- 
gram managers—in the same manner as though the work were con- 
tracted for with private industry. 

It might be worth while for the committee to consider, through 
the bill, the encouragement of the similar use of working-capital 
funds in other agencies, where appropriate. 

Second, the bill makes no specific mention of the treatment of 
appropriation reimbursements or revenues under the accrued-expendi- 
ture basis of budgeting and accounting. Such appropriation reim- 
bursements or revenues may be considered as deductions from costs 
or cost offsets in determining net costs. Doubtless it is intended this 
to be understood, although it would be helpful if this were clarified. 

I only bring up this point because the present bill does not men- 
tion it specifically. 

In the Department of Defense there are large revenues of such 
character resulting from goods and services furnished by one military 
department to another, to the mutual defense assistance program, 
or by one activity to another within the same department. While a 
great deal of these reimbursements are to activities financed under 
working-capital funds, there are many other activities financed by 
allotments of appropriated funds which also have them. These trans- 
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actions range from overhead expense allocations to other benefiting 
activities—such as motor-pool services and utility charges—to reim- 
bursements for capital items of materiel delivered from stock or 
procured by one agency for another. This is related to economy 
in single-service procurement assignments, effective use of stocks in 
long supply, and cross-servicing to make effective use of existing 
service facilities and prevent establishment of duplicate service fa- 
cilities. 

When applied to the administrative control of appropriated funds, 
it is necessary to provide for funding each activity for these reim- 
bursements, in order to permit financing of operations. And when 
appropriations and funding are upon an obligational basis, as at 
present, it is necessary to provide for funding for such reimburse- 
ments upon the same basis in order to finance long lead-time procure- 
ment and research and development work performed upon a cross- 
service basis. This means anticipation of reimbursements by pro- 
curing or performing activities, upon their customers’ orders, for 
the procurement or performance lead-time—which may be beyond 
one fiscal year in many cases. 

Third, we would like to comment upon the use of cost-based budgets 
and accrual accounting, in relation to budgets and reports based upon 
obligations in the financial control of programs, with particular refer- 
ence to the needs of the Congress, as well as management within the 
executive branch. 

While it is true that the obligation basis of budgeting and reporting 
is different than the basis of costs and accrued expenditures, the nature 
and extent of the differences in various circumstances are not fully 
understood. 

In general, the difference is significant only in the case of long lead- 
time programs. When working capital funds are used, as in defense, 
for financing consumable inventories, long lead-time programs are 
confined to capital expenditures, like ships, aircraft and public works, 
and to research and development work. 

In the case of capital expenditures, it should be understood that cost- 
based budgets means acquisition costs—not cost of consumption. And 
in the Government no depreciation costs on such property acquired 
under appropriated funds should be budgeted and appropriated also 
for the activities which use the property. The bill might be clarified 
if costs were so defined to exclude depreciation on facilities financed by 
appropriated funds. 

There seems to have developed an impression that the two bases of 
budgeting and accounting, that is for obligations and costs are some- 
how in conflict—that you cannot have the 2 at the same time—that of 
the 2, the cost-basis is overwhelmingly the more important—that the 
Congress and the executive branch can do without the obligation basis. 
In my opinion, nothing could be further from the truth. The use of 
the obligation basis is indispensable, as demonstrated over the years, 
in congressional control of the purse. However, the same is true 
with respect to the Secretary of Defense or a secretary of one of the 
military departments. 

This unfavorable impression of the obligation basis seems to be 
derived from statements made by some members of the accounting pro- 
fession who have found the pattern of accounting in Government dif- 
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ferent from that area of industrial accounting to which they are 
accustomed. 

Traditionally external financial reports of private enterprise empha- 
size the determination of periodic accrued revenues, related accrued 
costs, and resultant profits. Secondarily, statements of financial con- 
dition show assets, liabilities, and capital on a related basis. Legal 
commitments for the future delivery of goods and services are not 
generally reported because they do not involve current costs or assets 
on hand. 

Yet for management purposes every well-managed industry has 
supplemental financial controls and accounts with respect to its com- 
mitments, based upon its current financial plans—for construction 
and facilities expansion, purchases of materials and supplies for 
production and merchandise for resale, research and development, 
advertising programs, etc. Not all businesses are equally well man- 
aged in this respect. And occasionally an industry is found in finan- 
cial difficulty because of laxity i in such controls. 

I might add there is a business of very substantial size that is in 
diffic -ulty now and one of the reasons they are in difficulty is what we 
would call lack of control over obligations. 

In the Federal Government, the Congress could not maintain finan- 
cial control over costs and expenditures, without controlling, through 
limitation of amounts and specification of purposes, the legal commit- 
ments (or obligations) to be incurred by the departments and agencies 
for each budget year. Such legal commitments require future expen- 
ditures and result in future costs. 

And budgeting upon the true cost basis involves consideration of 
future, as well as current, costs of long-term projects to be under- 
taken, materiel to be contracted for, etc. Therefore, the accrued- 
expenditure basis of budgeting alone is incomplete cost budgeting, 
because it ignores or deemphasizes such future costs. 

Earlier, I made the point that the accrued-expenditure basis of 
budgeting is feasible within the obligation basis. The obligation 
basis is related to the accrued- expenditure basis through a simple 
formula, as follows: 

Obligations incurred equal accrued expenditures plus the increase 
in contracts and orders (or legal commitments) outstanding during 
the period (minus if it was a decre ase). 

The departments and agencies cannot do without budgeting control 
and accounting for total obligations and total costs of end items, even 
if it goes to the basis of accrued expenditures and costs incurred. 

In the Department of Defense, billions of dollars are involved in 
contracts alk orders outstanding at any time for procurement of air- 
craft, ships. guided missiles, production equipment, and related items 
and components ; construction of public works; research and develop- 
ment work; procurement of services in overhauling and maintenance 
of aircraft, ships, and similar items; and so on. Budgeting, control, 
and accounting for these programs in terms of end item and project 
costs is essential. And budgeting for new procurement requirements 
each year must take into consideration materiel on order as well as on 
hand. 

Neither the Department of Defense nor its contractors can operate 
without congressional authority to undertake contracts involving 
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future accrued expenditures. In fact, section 3679, Revised Statutes, 
forbids contracts and orders to be placed by any officer or employee of 
an agency except within the amounts authorized by appropriation or 
other similar authority. 

Contract authority or other forms of obligational authority by the 
Congress are available in lieu of appropriation authority, but their 
past use has not been considered by many, including, we believ e, some 
members of the Appropriations Committee, partic salar ‘ly in the House, 
to have been completely satisfactory. (See discussion, Department 
of Defense Appropriation Act 1957—hearings, House Appropriation 
Committee, pp. 978, 984, 985.) 

In the past the use of separate contract authority and appropria- 
tions to liquidate that authority has tended to result in inadequate 
consideration of the impact of the authority granted upon future 
year’s appropriations. Appropriation authority, which includes the 
authority to make payment as well as obligate is in my experience at 
least, considered more seriously. Both within the building and when 
we make our presentation to congressional committees. 

This tendency is illustrated by an action just taken in one of the 
Appropriations Committees on the civil public works appropriations 
for the fiscal year 1957, according to a statement by the chairman on 
the floor of the House. In this instance $5 million was added to this 
bill in committee, without solicitation by the executive branch, to 
finance accrued expenditures for that year, for a list of projects for 
which the ultimate cost may be $300 million. (See statement, chair- 
man of House Appropriations Committee, Congressional Record, 
May 22, 1956, p. 7830.) 

I merely mention that as showing the proposed idea has many weak- 
nesses. It isn’t a panacea for all our ills. 

I think it shows the weakness of ignoring obligational authority 
for the full cost of projects authorized for the future. 

The Hoover Commission Report on Budget and Accounting recom: 
mended use of contract authority for long lead-time programs, if its 
recommendation were adopted to use the accrued-expenditure basis of 
appropriations. This recommendation appears in the discussion just 
preceding recommendation No. 7, but it is in the discussion and I think 
unless the report was read rather carefully, that point might have been 
missed. When we talk about contract authority or how this system 
would work, I think sometimes there is not a clear understanding of 
what is required in Government financial control. From the time of 
the Hoover Commission recommendation on the subject of the accrued 
expenditure basis budgeting I made extensive inquiry among those 
whom I understood were advocating the proposed plan as to how 
contract or obligational authority would be provided. To date I have 
seen no detailed explanation of a plan. I have heard answers such as 
“ves, problems exist, but I am sure capable people could work them 
out,” and I have heard other answers such as “yes, perhaps some such 
authority would be necessary.” 

I read the Comptroller General’s testimony of last Monday before 
this committee and I might say that that was the most definite state- 
ment on the subject that I have seen, 

Senator Kennepy. Whose testimony ? 

» Mr. MeNen.. The Comproller General in the testimony before this 
comin ittes: 
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Senator Kennepy. Yes. 

Mr. McNer. All I wanted to say was that his statement was the 
most definite outline of a plan I had seen. 

He stated that the Hoover Commission recognized the necessity for 
forward planning authorizations which should be determined by the 
Congress as circumstances may warrant, adding that: 

Under the annual accrued expenditure basis of appropriation the initial au- 
thorizations would be stated in terms of broad authority to make commitments, 
whereas the annual appropriations would be stated much more definitely in 
terms of accrued expenditures as specific plans are developed. 


I am puzzled about what is meant by “broad authority” in the first 
instance. 
The Comptroller General added: 


It is essential that the initial authority, which may cover a forward period, 
sometimes as great as 5 years or more, be in the most flexible terms and re- 
quests for such authority obviously cannot be supported with detailed plans. 
On the other hand, as these plans take shape in succeeding years much more 
precise planning and appropriations are practical when stated in terms of ac- 
crued expenditures. 

Quite frankly, this statement puzzles me because one of the ob- 
jectives of our budget improvements in the Department of Defense for 
the last several years has been to present more complete and precise 
information to the Congress, than would be contemplated under such 
a plan. And when we present requests for particular authority which 
requires expenditures in the future, our present basis for procure- 
ment requests—let’s call it the shopping list—of aircraft, is quite pre- 
cise in numbers and in cost together with a schedule of deliveries so 
when the committee approves the specific program, it isn’t just broad 
general authority. 

All I intended by bringing that up is that it did not seem that the 
proposal had been, as yet rather well thought through, because I do 
think the future obligational authority must cover rather specific 
programs. 

This kind of authority, that is contract authority, would be required 
for the Department of Defense in some form for almost all : appropria- 
tion areas—not only those which cover exclusively long lead time pro- 
grams. Normal operating appropriations involve a mixture of vos 
lead time activities in some cases, and in most cases there are require- 
ments for some degree of advance contracting. 

If, however, the Congress decides to adopt the accrued expenditure 
basis of appropriations, as provided in S. 3897, it is recommended that 
section 1 (a) be amended to cover, in addition, the means to be pro- 
vided for obligational authority, as well as the budget requirements 
therefor. 

It is our view that such action is necessary in order to provide a com- 
plete bill. In any event, we strongly urge that section 1 (a) be 
amended to make it clear that the existing authority to include requests 
for contract authorizations in the budget is not being abrogated. In 
order to clarify this latter point, it is “strongly recommended that S. 
3897 be amended as follows: 

At page 2, line 9, change the period to a semicolon and insert the 
following : 

Provided, That nothing in this subsection shall be construed to affect the au- 


thority of the President to submit requests for authorizations to create obliga- 
tions in advance of appropriations. 
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I might add that that language has been worked out with the Bureau 
of the B udget as curing what was believed to be a language defect in 
the original provision. 

We do not wish to be understood as opposing the ultimate adoption 
of the accrued expenditure basis of appropriations, if the Congress 
desires it. We have already indicated we believe the idea has merit. 
On our own initiative, as a matter of fact, we began in 1948 to study 
the subject and develop the problems involved. 

Subsequently, in January 1953, we developed an outline plan for 
application of this method of appropriation and that was set forth in 
a memorandum for Senator Byrd submitted at his request. I believe 
a copy of that has been filed at an earlier session of this committee. 

However, we would like to make a brief statement upon the ad- 
vantages and disadvantages of the accrued-expenditure basis of 
appropriations. 

First, it should be repeated that the use of this basis of appropria- 
tions is not essential to enable the use of this basis of budgeting and 
accounting. The advantages of the cost and accrued- expenditure 
basis of budgeting may be and are being obtained in any event. 
Therefore, let us look at only those additional advantages which are 
peculiar to this basis of appropriating funds. 

Second, it should be understood that, in the main, any advantages 
would be limited to those appropriations which finance long lead time 
programs—otherwise, and particularly in our case where we are carry- 
ing our inventories under stock funds, there is little ditterene ‘e between 
obligations and accrued expenditures, and where operating budgets 
are submitted on the basis of cost of consumption of materiel financed 
initially under working capital funds, as in the Department of De- 
fense, where this is particularly true. 

Upon this basis, we can see certain possible advantages and as well 
certain disadvantages of the accrued-expenditure basis of appropria- 
tions. 

We can see only one positive advantage. It would permit better 
understanding by many of the Government's financial operations. 1] 
think Senator Saltonstall mentioned that earlier this morning. It 
would be helpful if we find a better way for more people to have a 
better understanding of the Government's operations. 

Appropriations would be more in line with estimated withdrawals 
from the Treasury. While not eliminating the large carryovers of 
contract or obligational authority, covering contracts or orders for 
future delivery, these credits would be separated from cash appropri- 
ated balances and differently described in terms of contract authority. 

What I am really saying by that is that the amounts of carryover 
balances in our instance would not necessarily change by a single dol- 
lar. We would call it “contract authority” rather than the obligated 
portions or unobligated portions of “appropriation author ity. 

I think there are some disadvantages too and I would like to men- 
tion them just to put the problems in perspective for the committee. 

1. Difficulty of estimating accrued expenditures for long lead time 
programs by each fiscal year. It is impossible to estimate with a rea- 
sonable degree of accuracy the accrued expenditures for a given fiscal 
year, contract by contract or item by item. Overall statistical esti- 
mates must be used for each program, as a whole, and this in itself 
would not provide a good method of budget justification. 
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I would like to emphasize that. We have very little difficulty in 
estimating our expenditures over a broad list of items, doing it in a 
lump-sum basis. As a matter of fact, our forecasts of expenditures 
in the last several years have been much closer than any business firm 
could ever forecast their expenditures. Frequently it runs within a 
half of 1 percent—looking a year ahead. But it cannot be done on a 
contract-by-contract, program-by-program basis. If you examine any 
single program, manufacture of F-100’s, F-104’s, the estimate to be 
reasonably safe will have to be on the high side. 

However, when you take 30 or 40 different kinds of aircraft, fire 
control, and related items altogether, you know some things will slip, 
they won’t come along all of them. We will have design problems, 
production problems, you have strikes, you also can have engineering 
modifications that slow down production. We can estimate that for an 
appropriation as a whole and do a pretty good job of it—but contract 
by contract we cannot do it. It just isn’t in the cards. 

2. It requires unnecessary work in separate administrative funding 
for accrued expenditures, as well as obligational authority, for every 
long lead-time program—with no compensating advantage. 

And whether we call it obligational authority or commitments, un- 
der cash appropriations I see no way of doing it except by utilizing 
some similar method of control or the delegation of authority to make 
contracts. 

3. Separate contract authority might be treated more lightly by the 
Congress in the granting than appropriations which also provide 
funds to finance it. I mentioned that previously and that was the 
sense of the discussion in the House Appropriation Committee referred 
toa moment ago. Other advantages have been alleged. I think they 
are controversial. It has been said: 

1. Departments and agencies would not rush to obligate unused 
funds near the end of the fiscal years. I frankly don’t see that would 
change. Whether it is in the form of contract authority or cash ap- 
propriations I don’t see by this change that we have removed any 
incentive to rush to make contracts at the end of the year. 

This would not be changed if contract authority were used. This 
must be controlled by other means whether the authority be in the form 
of appropriations or contract authority, as for example by internal 
management as well as the congressional limitation presently exer- 
cised, on the proportion of obligations to be placed in the last 2 months 
of the fiscal year. 

2. It has been stated that this would not require Treasury funding 
of appropriations way in advance of expenditure. They don’t now 
anyway. The Treasury Department’s debt management is based on 
estimated future expenditures, which, as I mentioned a moment ago, 
has been quite accurate for a number of years. 

3. It has been said that this would result in reduction of Federal 
expenditures because the Congress would review long lead-time ex- 
penditures twice—once for obligation, once for expenditure. Actually 
I think you might find the results might be of the reverse if too little 
emphasis were given to granting Sere aoe authority for total costs. 

I mentioned that with respect to the action of the House last week 


where the commitee added 5 million to an expenditure basis, yet the 
Government is committed to a $300 million program, without, I think, 
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full consideration. The Congress may review the performance and 
status of past programs without changing the basis of appropriations, 
and if it considers programs no longer justified, it may rescind appro- 
priations even to the point of requiring contract terminations or 
cutbacks. 

4. Then another statement has been made that perhaps it would 
expedite installation of the accrued expenditure basis of budgeting 
for the purposes of the Congress and the President as well as the 
agencies. We think this desirable result would be speeded effectively 
by this bill. What I am trying to do is give the pros and cons as we 
see it. We think that would be a good effect of this bill. But I want 
to say again this may be done without necessarily changing the basis 
for appropriation. 

In fairness to the committee I should point out that since filing my 
statement I have received a number of inquiries from industry ex- 
pressing concern as to how this proposed change would be made to 
work in their long-lead contracting. As I said, there isn’t anything 
that I know of that outlines a clear-cut plan of how this long-lead time 
authority would be granted and administered. But it will cause some 
concern, although handled properly, it probably could be done. 

For the foregoing reasons, as well as because time will be required 
to complete the installation of the cost and accrued-expenditure basis 
of budgeting and accounting and to determine the nature of all the 
problems of this basis of budgeting, we commend the provision in 
the bill, that if the basis of appropriation is to be changed, the Presi- 
dent will establish the particular appropriations to be changed and 
when. 


In conclusion, it is desired to state it is our conviction that savings 
which may result from changes provided in this bill will come about 
ae through better management within the executive branch, and 


secondarily through providing better data to the Congress, through 
a change in the process and I say that will be done without reference 
to changing the basis of appropriation. 

Reading the testimony of Monday, I thought Mr. Rappaport of 
the Bureau of the Budget made a very good statement when he said 
the basic improvements will not be the $4 billion claimed by some 
people who have sent bulletins all over the Nation, it will come from 
an awful lot of hard work in better administration in the executive 
departments. 

ome th Kernnepy. Thank you very much. In going over the bill 
section by section so we will be clear as to your suggestions, as I un- 
derstand section 1 is satisfactory to you? 

Mr. McNet.. Yes, sir. 

Senator Kennepy. In (b), page 2, line 6, you have suggested lan- 
guage on line 9? 

Mr. McNrt.. Yes, sir. 

Senator Kennepy. Don’t you feel that the words in line 8— 


to the maximum extent deemed desirable and practicable by the President, 


really take care of the effect of your suggested amendment ? 
Mr. McNet.. I’m informed by counsel that it doesn’t. I think in 
this case we would all want the language clear as to what is intended. 
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Senator Krennepy. On page 14 of your testimony you say: 


Provided nothing in this subsection shall be construed to affect the authority 
of the President to submit requests for authorizations to create obligations, 


while in the bill as it is, it says: 


The amount of incurred obligations in section 201— 





et cetera 
shall to the maximum extent, deemed desirable and practical by the President. 


It seeems to me the authorization given to him is not substantially 
different than it already is. 

Mr. McNem. May I have Mr. Lanman answer that ? 

Mr. Lanman. It isa technical problem, which I will try to simplify 
if I may. Section 101 of the Budget and Accounting Procedures Act 
of 1950, 31 United States Code, section 2, defines the term “appropria- 
tion” as follows: 

The term “appropriations” includes in appropriate context funds and author- 
izations to create obligations by contract in advance of appropriation projects 
or any other authority making funds available for obligation or expenditure. 

Section 201 of the Budget and Accounting Act of 1921 as amended 
provides that the budget shall include: 

The estimated expenditures and proposed appropriations necessary in the 
judgment of the President. The bill would add a subsection to section 201, which 
would provide that the amount of appropriations referred to above shall be 
determined on an annual accrued expenditure basis. 

There is doubt in my opinion and in the opinion of the Comptroller 
Counsel of the three military departments as to whether the new pro- 
posed subsection (b) when made applicable by the President will have 
the effect of canceling the definition of appropriations particularly the 
authorization to create obligation in advance of a proposition. Since 
it is understood that the utilization of the authority to create obliga- 
tions in advance of cash appropriations is a key part of the plan for the 
implementation of this legislation, it is our view that the bill should 
be clarified in this regard and the language of the amendment pro- 
posed by the Department of Defense will accomplish this purpose and 
its proposal has been agreed to by the Bureau of the Budget. 

Senator Kennepy. Section 2 of the Budget and Accounting Act to 
which you referred says that-— 

The term “appropriations” shall include in the appropriate context funds and 
authorizations to create obligations by contract in advance of appropriation— 
that language stands. That language is not affected, is it ? 

Mr. Lanman. We are afraid that it might be, Mr. Chairman, be- 
cause then the subsection being added by this bill would say that the 
appropriations referred to above as defined in section 2 will be sub- 
mitted on an accrued expenditure basis which raises the doubt as to 
whether that definition—when you move to the accrued expenditure 
basis—still can be used. 

Senator Kennepy. Well, we can have counsel take a look at it. 

Mr. Lanman. Yes, sir. We would say that in view of the impor- 
tance of this aspect of the legislation, agreed to by everyone, that the 
bill itself should be clear on the point. 

Senator Kennepy. Mr. Shriver would like to ask you a question, 
please. 
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Mr. Suerrver. Is it your belief, Mr. Lanman, that the implication 
in this language is serious enough to require an amendment to the 
bill or a clarification in the report / 7 

Mr. Lanman. This is always a difficult question. We know that we 
deal with legislative history often. However, we believe that since 
this aspect is so significant and might be subject to later interpretation 
which might not necessarily be governed by the legislative history— 
since resort to legislative history is not always permitted—we would 
prefer to have the language in the bill in order to resolve any possible 
doubt as to the authority to submit budget requests for obligational 
authority in advance of appropriations. 

Mr. Suriver. You prefer an amendment to the bill as indicated in 
the statement which was presented to the committee this morning ? 

Mr. Lanman. At the suggestion of the Bureau of the B udget we 
revised page 14 of the Department of Defense statement of views to 
include an amendment to this bill. 

Mr. Surtver. Thank you, Mr. Lanman. 

Senator Kennepy. This has been cleared with the Bureau of the 
Budget and they agree with it. 

Mr. Lanman. Yes, sir. 

Senator Kennepy. Now going on to page 2, continuing on with the 
bill and particularly the amendments accepted, then we have line 
10 is satisfactory, beginning with the section line 10 to 13. Do you 
have any other suggestions? 

Mr. Lanaan. We have no detailed suggestion for other amendment. 

Senator Kennepy. The rest of the bill is agreeable to you pro- 
vided this amendment is accepted. 

Mr. McNeu.. Yes, except that I would like the committee to under- 
stand our view. We don't think that you are going to get the profit 
out of it that a lot of people have said you are going to get. 

Senator Kennepy. But the people in the ‘Department of Defense 
do not oppose the bill. You would like the amendment accepted ¢ 

Mr. McNew. That’s correct. 

Senator Kennepy. Does your support of the bill depend upon the 
committee accepting this amendment ? 

Mr. McNem. In 2 or 3 other places in the statement, I made some 
suggestions for clarification but I think they are the type that could 
be taken care of in the committee report. 

Senator Kennepy. Thank you. 

Senator Corron. Is my understanding correct. that already in the 
Department of Defense you are engaged i in making changes in your 
internal system of budgeting and bookkeeping in accordance with 
the purpose of this bill, that is on a cost-accrual basis. 

Mr. McNetm. Yes, sir. 

Senator Corron. And you have been developing that system for 
some time already. 

Mr. McNeiw. Yes, sir. I think Congress helped us greatly 
in 1949 when there was a rather complete pattern for a financial sys- 
tem outlined in title 4 of the National Security Act. It was an amend- 
ment to the original National Security Act. It laid the foundation 
and gave legislative authority to do a great many things which were 
years overdue. We thought, too, at that time that 5 years would clean 
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up our job. I am disappointed we did not quite make it. I know that 
for 3 years it was awfully difficult, and very understandable, for a lot 
of people to worry about hostilities in Korea a little more than they 
did on some of these problems. I would say, however, that we made 
quite tremendous progress, and it is only by taking, let us call it, a 
balanced sheet of where we stood in 1949 and 1950, and today does one 
realize what really tremendous progress has been made. For example, 
in all history the War Department had never had financial accounting 
for property. That is now the Army and the Air Force. The Army 
has done a tremendous job in that field. Yes, there are still some things 
wrong, but it is more like taking up a rough casing and filing off the 
rough spots to clean it up. For the first time in history, Army pretty 
well knows what it has and where it is. 

I don’t mean just major items; I mean all the way down the line. 
On their consumption type of material—by consumption type I am 
talking about the things you use from day to day, like spare parts, 
nails, and all those things, literally hundreds of thousands of items; 
the Army has already installed the stock fund principle, and used it, 
and here is the kind of a profit they have. If you will look at the ap- 
propriation bills submitted by that Department the last 3 years, you 
will find over $214 billion proposed either for rescission or for return 
to the Treasury as a result of their improvement in inventory manage- 
ment on consumption-type items alone as a result of the work they 
started in 1952. 

I think that is quite a tremendous job, and very few people know it. 
Right at the present time on consumption type of material there is over 
$9 billion under good accounting and merchandising control—and 
I add merchandising to it, because this is far more than an accounting 
problem—as you would find in Sears, Roebuck, and Montgomery 
Ward. In fact, we are applying the same general merchandising 
principles. Certainly we have some added problems. Such as to 
determine the quantity of mobilization reserves which slows down 
the rate of turnover on the surface, at least, but they are at least apply- 
ing good merchandising principles which I think this country should 
be happy to see them do. 

In another hearing on this general subject, people have testified 
that things are bad, that instead of getting better they are getting 
worse. The chamber of commerce man so testified, He frankly didn’t 
know what he was talking about. 

Senator Kennepy. I think everybody is aware of the almost insu- 
perable problem you have over at the Department of Defense. There 
is no valid basis for comparison to any private business for the job, 
particularly with these defense items which are so quickly consumable, 
normal items you deal with, the highly specialized nature of your pro- 
grams. Considering the amount of money you are spending and all 
other factors I think your job is almost impossible, and we certainly 
appreciate all your problems. 

Mr. McNem. While several of us don’t mind what such uninformed 
people say, there are hundreds of people in Defense that are working 
day and night, Saturdays and many Sundays—trying to do a job for 
Uncle Sam and are making real progress—and it disturbs me a bit 
when you see that going on and then people make careless or loose 
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statements. It bothers me a bit and doesn’t help the morale of people 
who are trying to make it better. 

Senator Kennepy. We are only interested in trying to assist you. 
We are only anxious to do things which will make your job easier. 

Senator Corron. I thoroughly agree with what the chairman said. 
The purpose of my question was not in any sense to be critical of 
what you are already doing but that was the preface to a question that 
I wanted to ask. I assume from what you have just told me that the 
passage of this bill, the declaration of this policy by Congress, isn’t 
going to necessitate any drastic changes in your internal system of 
budgeting and bookkeeping. You are already as fast as possible doing 
this very thing. Isthata generally correct summary ? 

Mr. McNet. I wouldn’t want to say we are that good, sir. We are 
headed in that direction and we are going a long way toward it. 

Senator Corron. How long do you think it would be in your de- 
partment, which is of course the largest in the Government, how long 
a period would you estimate it would take to put into practice the 
system designed in this bill? 

Mr. McNew. On the first four provisions—that I said I thought 
would be very helpful both to the Congress, to us, and to the country, 
covering the accrual accounting and cost basis of budgeting—we are 
probably 70—and this is pulled out of the air—70 percent complete 
with our work of the last 5 years. 

Senator Corron. Mr. Brundage testified the day before yesterday 
that they thought it might take 5 years more to complete the transition. 

Mr. McNetu. I think it would. I noticed another statement, 10 
years. I would have to be more optimistic than that. I think the 
shorter period of time would be about right. 

As to the other point, the way the bill is worded I know it is per- 
missive for the President. I am not certain that the country or the 
Congress or ourselves or contractors are going to have a better work- 
ing mechanism under the proposal to go to contract authority. I 
think that needs considerably more study and work and development 
of a well-worked-out plan before it is really done. I know that it is 
contemplated that if you did go to that that it would take time. But 
as I mentioned there is still, I think, some hazy thinking on that 
subject. 

Senator Corron. I understood that. Would the passage of this 
bill in its present form necessitate the setting up of duplicate systems 
of bookkeeping in your department? In other words, speaking as a 
layman, and having difficulty understanding all the technicalities of 
your testimony, does it mean that you have to run a set of books on 
the cost accrual basis and another one on your contract authority ? 

You wouldn’t have to have a duplicate system. 

Mr. McNew. I think yes, we would, but I don’t know that that 
could be called just duplication. It would be really splitting it apart 
and running it in two segments. I think where our problem comes 
is this. The submitting of a budget on an accrued basis for an estab- 
lishment such as the Department of Defense where each activity that 
is managed separately must take into account a little piece of the 
inventory—what might just happen to be located there—and having 
that basis of accounting different than the basis on which appropria- 
tions are made, would require two systems of bookkeeping and 
accounts. 
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However, we believe that we have worked out a rather complete 
financial system covering appropriations, budgeting, and accounting 
as well as the management aspects in which we can achieve the results 
contemplated here under the accrued expenditure basis or budgeting, 
the cost basis, as well as the obligation basis and tie it back to the way 
in which Congress gives us our money. I think that is very important 
that we be able each year clearly and cleanly to tie it back. Now, this 
gets a bit technical, Senator, but I mentioned in the prepared statement 
that the House committee had approved and were rather compli- 
mentary on a proposed change in the Army appropriation structure 
for maintenance and operation, that is about a $3 billion appropria- 
tion, about one-twelfth of our total. In that new budget structure, 
the accounts are so set up that the way that Congress will appropriate 
the money permits the allocation of funds from a budget account under 
that appropriation to a field activity under the much-discussed one 
allotment system, permits the accrual basis of accounting to be used 
and yet permits report right back up the chain ending up with a report 
to Congress on the budget t account and the ¢ Sepeinetoten as a whole, 
all without complicated reconciliations required by other proposals. 
In other words it can be one system. People have proposed systems 
that will not be one system, but two. That is w hy I suggested to this 
committee that if it had the time during this session or any time later 
we would like to have you take a look at what we believe makes for an 
integrated single system and achieve these purposes. 

We would like to think that this language would permit us to 
continue that. 

Senator Corron. I can understand your suggestion as to the diffi- 
culty of estimating ahead year by year on many separate long-lead 
items accurately because of the element of uncertainty. But allow- 
ing for reasonable men in Congress and in the Bureau of the Budget 
to understand that and expect you to give yourself reasonable latitude 
and leeway by reasonable estimates to take care of eventualities in 
the forthcoming years, do you agree that it makes the Bureau of the 
Budget and the Congress follow more closely year by year these pro- 
grams? That is correct; isn’t it? 

Mr. McNet. I could work both sides of the street on that question. 
If I wanted to sell something to this Congress—I am going to be a 
bureaucrat for a moment, maybe I am regularly—the easiest way to 
sell the idea generally is sell it on the installment plan and show you 
how little it costs the first year. 

Senator Corron. That leads me to my last question. I noticed 
vour illustration on page 13 of your statement. It seemed to me 
that you have in mind that the Bureau of the Budget and the Con- 
gress, if you come up and ask for just the money for the first year to 
build a carrier or for some public works, will fall for it because the 
money for the first year is comparatively slight and then they are com- 
mitted for a long program. But I can’t conceive of the most careless 
and the most thoughtless member of an Appropriations Committee— 
and I have sat on the Appropriations Committee in the House and 
probably I was that member—not asking and ascertaining when 
they grant you the first installment, how much it is going to ‘cost for 
the whole job, nor can I conceive of any budget officer or represent- 
ative of yours or any other department coming up and asking for the 
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first. installment and not making it perfectly clear what the whole job 
IS going to cost. 

It seems to me that isa needless fear. 

Mr. McNem. Senator, I agree with you. And that is done. But 
human nature works in funny ways. 

At one time I used to be in the automobile business. ‘To get $3,000 
for an automobile was quite a job. It wasn’t much of a job to tell 
them it was $3,000 plus finance charges plus insurance, but what really 
counted was $500 down and $50 a month, that is the only way I made 
a sale. And as I say, there is nothing wrong about it. Let's say we 
presented a program for a hundred aireraft or an aircraft carrier, no 
one would hide the total cost, but would emphasize so much for the 
first year. It looks simpler and che ‘aper frankly than to say we want 
a hundred aircraft and they are a million dollars apiece, appropriate 
the hundred million. 

While Mr. Humphrey doesn’t raise the money that year, he only 
raises what we are going to spend, the fact remains that people still 
think of a cash appropriation as money out of pocket and they look 
at the total bill—it has been my experience—with a little more care 
than they do when they buy on the installment plan even though no 
one is hiding the facts as to total cost. 

Senator Corron. By the same token if you get the appropriation 
for a hundred aircraft and then assuming what is the fact that you are 
being a bureaucrat for the moment and putting something over on 
Congress, if you get the full appropriation for a hundred aireraft 
this year, it isa lot easier to come up next year and get an appropria- 
tion for another hundred aircraft, because the other is out of the way 
and the appropriation is out of the way and it is not in the minds of 
the committee. 

Mr. McNett. I could probably work both sides of the street on this 
one, as I told you. 

I would like to add one thing if I may to this committee. There 
was a great deal of discussion on Monday in this hearing and in the 
press and other committees, about the carryovers and it is something 
that ought to be thought about constantly and is being thought about 
every day in our place and certainly every year in consideration of 
our budget. 

I think it is germane to this discussion. The carryovers are 
today being scrutinized quite carefully by the Appropriations Com- 
mittee. I will grant they did not do it as carefully 5 years ago, but 
today because of the size, magnitude and the nature of it, I “would 
say they are spending about half the hearing time on analysis of the 
carryovers, which in effect is turning the coin over and doing the same 
as proposed in this bill. 

Our carryovers are high, just to glance at them. But our carry- 
overs are now justified in detail. There was a time we probably had 
looser practices in, let us call it posting what was considered an obli- 
gation of the Government, the value of a contract. I think, however, 
they are quite tight today. At the same time I think much better 
buying practices have been instituted within the Department. 

There was a time when if we had the money to buy aircraft, Army 
equipment, ships, that there was an effort to obligate all or contract 
for all that money as soon as possible. There has, however, been a 
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real effort in the Department of Defense in the last 3 or 4 years not 
to obligate it the minute you got it, even though you had the letter of 
credit, but to obligate or contract for only the longest lead-time items 
first. It might be a minor item. In aircraft it might be the engines 
were months later, the airframe being placed under contract. It might 
be the fire control first or the engine 6 months later and the airframe 
6 months later than that and perhaps the tires for that airplane 2 
years later instead of buying it all at once and getting the easy-to-get 
material first. 

We found we can make tremendous savings but most people don’t 
realize these savings are now being made in Defense. I recall an 
instance 5 years ago where we took a look at aircraft being produced in 
a private plant. Under the old philosophy of placing under contract 
all the authority you had quickly—there was probably more than $200 
million in inventory in that company for which we had made progress 
payments of the easier-to-make, easier-to-get items. That is a waste if 
you buy things before you need them. But it is more of a waste if you 
buy things on which there is a likelihood of a design change in the 
later stages which means scrapping the original purchases. We de- 
liberately, if you want to call it that are carrying over certain moneys 
unobligated at the end of a year—on a planned basis—because we 
don’t want to place under contract anything until we have to. It 
shows up as unobligated money. But the unobligated money is just 
what it takes to complete the programs actually approved and _ 
propriated for by Congress. Carrying it one step further the unob- 
ligated amounts in the construction of ships appropriation will show 
a little over a billion dollars as of this June 30. That is precisely, 
or as near as anyone can estimate, the amount it takes to complete 
the ships that have been approved specifically and appropriated for 
specifically. 

We have had exceptions in the past—the case of the Army; for 
example, where fcr 2 or 3 years we have not asked for any appropria- 
tion for Army major procurement. No appropriations have been 
requested, because the unobligated credit has been adequate to take 
care of the buying plan. Nevertheless, each year we have submitted 
to the Appropriations Committee the buying plan for the following 
year which would use up the credit. As a matter of fact we even 
offered 1 year certain amounts of rescission but nevertheless we did 
not use a nickel of it above the buying plan estimated and submitted. 

Senator Kennepy. This bill would prevent that situation from ever 
coming up, wouldn’t it? 

Mr. McNet. No, I don’t think it would because the conditions 
under which that arose involved the elimination of the tremendous 
requirements for combat consumption items in Korea at the end of 
the Korean period. 

Senator Kennepy. In your statement you went so far as to say 
instead of spending that money, you said you submitted a plan to the 
Appropriations Committee. I think you would of necessity have 
had to do that; otherwise the Appropriations Committee would have 
no control over the expenditure of this money and you would be free 
within large limitations to do what you want. 

Mr. McNet. The same would be true in any case, whether under 
accrued expenditures or cash authority. 
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Senator Kennepy. Except you would have to come back to the 
Appropriations Committees, wouldn’t you? 

Mr. McNew. If the contract authority was there, it would be iden- 
tical with what we have now. 

Senator Kennepy. You still would have to come back to the Ap- 
propriations Committees even under the contract authority. 

Mr. McNeiu. But if amounts had been appropriated at a rate which 
would sustain very substantial combat operations, let us say in Korea 
and after the money had been appropriated, which was the case in 
Korea—you remember it was July when the cease-fire took place after 
the appropriation bills were passed—there would have been an excess 
there and we reported it in the same way as we would in the future. 

It won't change the pattern we have been attempting to follow all 
along under the present system. Carryovers are not what a lot of 
people think they are, except in 2 or 3 cases in the past, the Army was 
1. In the case of the Air Force 2 or 3 years ago there were certain 
aircraft that could not be delivered as early as originally planned. 
There was slippage in the program and we took the value as a credit 
against the next year’s appropriation request. The same thing would 
ha are in the future under contract authority. Last year in the case 
of the Navy, there was slippage in certain Naval aircraft schedules, 
new contracts were not placed as early and the value was applied as a 
credit and presented to the committe in exactly the same way as I 
think you would have to in the future under the contract authority. 

Senator Kennepy. Senator Martin? 

Senator Martin. With reference to the financial system that you 
have been developing over the past few years, I understand you are 
still working on it and that you estimate it will take some little time 
to complete it. 

Mr. McNetw. To complete the installation. We have the plan essen- 
tially complete. 

Senator Martin. Would this bill impede in any way the completion 
of the system that you are developing ? 

Mr. McNrt. No, sir; it won’t, if it is understood that we can carry 
out the plan within the framework of title IV, because the principles 
we are working toward are what are stated in the four main points 
that I said we thought would be helpful. 

Senator Martry. Do you think the system which you have developed 
could work within the plan visualized in this bill provided we give 
you leeway enough to adjust to it ? 

Mr. McNen. I think it does. I am not talking about the change 
in the appropriation method now, because that is a separate problem, 
but the other points we can work within because they are the prin- 
ciples to which we feel our overall system is presently designed to 
achieve. Except we feel the overall system we have planned and 
developed tinder title IV of the National Security Act covers a broader 
scope than does this bill. This deals with 3 or 4 details which are not 
inconsistent with what we are attempting to achieve under this 
broader scope of title 4. 

Senator Marrry. I understand that you believe the amendment you 
suggest here is rather important and should be adopted prior to our 
enactment of the bill before us. 

Mr. McNem. We believe so, sir, because it clears up what counsel 
sincerely believes is incomplete language in the bill. The proposed 
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amendment which was worked out with the Bureau of the Budget is 
one that was intended to carry out the purposes intended originally 
but would eliminate questions that would arise in the future as to 
whether it did or did not. 

Senator Martin. The amendment would probably need some study 
and some advice from counsel. [am particularly concerned about the 
matter of getting this bill into law before adjournment this year which 
is not a very long time ahead, when it comes to final enactment of 
legislation of this far-reac hing scope. I sincerely hope we can give 
enough study to this proposed ‘amendment—on the other hand I don’t 
want to stop the enactment of this bill before adjournment. 

Mr. McNett. It shouldn’t. 

Senator Martin. There will be other changes no doubt that will 
develop in the carrying out of this law. I can imagine we will have 
need for other amendments within the near future after this bill is 
enacted. 

Mr. McNem. I believe this is intended as a clarifying amend- 
ment. As I understand it from counsel, the reason is that there is 
another act which describes the word “appropriations” as meaning both 
contract authority and cash appropriations. Then this bill says in 
effect that contract authority be submitted on an accrued basis. I 
don’t know how you do that. It is to clear up technical problems of 
that kind. It is not a substantive change. 

Senator Marri. It is rather an important matter to clear up. 

Mr. McNett. We think so. But it is a technical change, not a sub- 
stantive change. 

Senator Martin. I have not any study on this particular amend- 
ment. This is the first I have seen it. I want to give it some thought 
but I don’t want to stop action on the bill. 

Mr. McNei. Mr. Chairman, may I mention something that was 
brought up Monday during the questioning that was left hanging in 
the air a bit. There was some discussion on ships, as I re ad the 
testimony, wondering what you do when there are price increases, 
when there are changes of design in the course of construction and 
you ran along until finally nobody knew what to do. I can give you 
a specific example how this is handled and is being handled at the 
moment. 

Only 3 or 4 months ago a contract was placed for 3 destroyers—all 
approved and within the price range and estimates as previously 
submitted and appropriated for. In the meantime over the winter 
months, there had been some very successful tests with missile in- 
stallations for ships of that character. The new ships equipped with 
missiles are more costly. We had two choices. One which would 
indicate poorer management but would have been awfully simple to 
do, that is to complete the ships as originally scheduled within the 
prices and amounts appropriated, then later convert them to missile 
ships and spend some real money doing so. 

Because they are in the initial stages—the contract was just let re- 
cently—we presented, in a supplemental request to the President 
and to the Congress, and the committee is presently considering add- 
ing $27 million to the shipbuilding program for the increased cost 
of the three ships under modern design. Instantly we know there is 
a change downward or upward we try immediately to make an adjust- 
ment in our request to the Congress. 
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Some people think that is rather a loosely handled affair. It isn’t. 
It is quite precise. And the estimates are not just loose. In fact for 
3 years the cost estimates on future construction have been remarkably 
good. But w hen we do have a change we have tried to present it and 
incorporate it in the design of ships or something else like that, so you 
don’t wake up and find out you are in trouble later. 

Senator Martin. We have been forced to develop a new system in 
the past 16 years or so, that is, since the outbreak of World War II. 
We have had quite different obligations facing us in Congress and in 
the Defense Department to meet things before they happen. 

Present conditions are clearly beyond any concept we had at the 
outbreak of World War II. With the atomic age coming along, we 
don’t want to have laws that we enact here in Congress impede i in any 
way the effectiveness of your work as a defense organization. I have 
a real concern on that matter. 

Mr. McNretu. Senator, under the language and as we understand 5: 
bill we can work under it. However, if the bill were interpreted as I 

read certain of the testimony on Monday we would be in difficulty 
although I don’t think that is the way it would work out. There 
was the inference in certain testimony that contract authority for 
certain things be provided for specific quantities or for specific things 
and a specific design to be undertaken a year or two hence. With 
the rapidly changing picture that we have in defense, never was 
the transition from the old to new weapons so rapid, we cannot do it. 
The present system or contract authority based on the present system 
could be made to work, because with the Appropriation Committees 


we try to keep them fully informed of any changes of substance in 


the program, but from year to year as we go along and manage the 
business, we frequently don’t buy as much 105-millimeter ammunition 
as was contemplated in the budget but maybe there are a few more 
rounds of 155 millimeter but we still stick to the indldber purpose for 
which it was appropriated. 

Contract authority—if that principle were used—would have to be 
just as flexible in order to make things go in our present day and age. 

Senator Martin. The consideration of obligational authority is not 
going to be completely cured by this bill, I’m sure. 

Mr. McNem. No, sir. 

Senator Martin. The rapid expansion of obligational authority 
will require a lot of study by the Durddvees to determine just how far 
we can go without impeding the effectiveness of defense and without 
impeding the operation of future Congresses. 

Mr. McNetr. Correct. 

Senator Martin. We are caught between those two fires and it is not 
an easy problem. I don’t think we can do it abruptly. We must make 
sure that we do not hamper future Congresses and above all that we do 
not hamper the effectiveness of our defense. 

Mr. McNem. Correct, sir. This may seem perhaps to be a trite 
statement but I think most of us in defense believe that if we can so run 
our business so as to have the confidence of the country and let’s call 
it its Board of Directors here on the Hill, and if we can deal with our 
appropriations committees very much like we as individuals would 
have to deal with a loan committee of a bank to keep our credit good, 
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we can make the wheels go round for the good of Uncle Sam and every- 
body concerned. 

Senator Martin. I have heard some wonderful reports about the 
work you have done in the Defense Department and I am pleased with 
what you have done. I will need more information and I appreciate 
especially your invitation to come ‘over and look over your system. I 
hope the time factor here on the Hill will permit the entire subecommit- 
tee to accept your invitation. I need such information seriously be- 
cause I want to know whether what you are doing now can be dove- 
tailed with what we are planning in this bill. 

Mr. McNem. Thank you for your kind remarks. I would be very 
happy to at any time that it is convenient to the subcommittee either 
to come up here or have you come down there. If the staff will let us 
know, we will arrange it. 

Senator Marrixn. We need the information you are prepared to 
give us. 

Mr. McNew. Thank you, Senator. 

Senator Kennepy. We appreciate your coming up, Mr. McNeil, and 
I second what Senator Martin has said about the feeling of the sub- 
committee for what you are trying to do over there. 

We are grateful to the other gentlemen for coming here, and I 
wonder if Mr. Rappaport, Counsel for the Bureau of the Budget 
would come up and comment on the suggestion. 

Perhaps your Counsel could stay here and try to get that matter 
clarified. Then the subcommittee will conclude. 

We just wanted to get a brief statement from you on the proposed 
suggested amendment, Mr. Rappaport. 


Do you believe that it is necessary or do you believe that the lan- 
guage in lines 6, 7,8, and 9 takes care of the matter ? 


STATEMENT OF PERCY RAPPAPORT, ASSISTANT DIRECTOR, AC- 
COMPANIED BY WILLIAM J. ARMSTRONG, CHIEF, ACCOUNTING 
GROUP, BUREAU OF THE BUDGET—Resumed 


Mr. Rappaport. I can report this. Our Counsel has advised me 
that the language of the bill as it is now written does not require 
clarification. However, if the committee wishes to accept the amend- 
ment offered by the Defense Department, we would have no objection. 

Senator Kennepy. Senator Martin, do you have any questions? 

Senator Martin. That is important information for us. 

Senator Kennepy. Do you want to comment on that Mr. Lanman? 


STATEMENT OF MAURICE H. LANMAN, ASSISTANT GENERAL 
COUNSEL, FISCAL MATTERS, DEPARTMENT OF DEFENSE— 
Resumed 


Mr. Lanwan. Only to refer to the Bureau of the Budget’s letter of 
June 1 wherein they indicated that this was one of the points that 
the committee might want to consider for clarification in the bill. 

Senator Kennepy. Thank you. I understand that there is an 
attorney here from the General Accounting Office. Would you care 
to comment? Do you feel that this language is necessary ? 
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STATEMENT OF JOHN W. MOORE, ATTORNEY, GENERAL 
ACCOUNTING OFFICE—Resumed 


Mr. Moore. I do not feel that the language is necessary, Senator. 
I have helped draft the bill. I have no doubt in this matter. The 
language of the bill does not conflict with the definition of the term 
“appropriation.” 

Senator Martin. Will the proposed amendment be harmful in 
any way? 

Mr. Moore. I haven’t studied the language of the amendment, Sen- 
ator, I don’t feel [ can answer that question now. 

(At the conclusion of the hearings, the chairman requested the 
Comptroller General of the United States to give the committee a 
formal decision on this matter. The Comptroller General’s decision 
follows :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, June 6, 1956. 
Hon. JoHn F. KENNEDY, 
Chairman, Subcommittee on Reorganization, 
Committee on Government Operations, 
United States Senate 

Dear Mr. CHAIRMAN: During the hearings this morning on S. 3897, representa- 
tives of the Department of Defense suggested that the language of the proposed 
section 201 (b) of the Budget and Accounting Act, 1921, might be clarified by 
the insertion of the following proviso at the end of the paragraph in lines 6 
through 9 of page 2 of 8. 3897: “Provided, That nothing in this subsection shall 
be construed to affect the authority of the President to submit requests for 
authorizations to create obligations in advance of appropriations.” 

The Defense representatives apparently felt that the present language of lines 
6 through 9 might possibly be construed as repealing by implication the authority 
for requesting contract authorizations contained in the present section 201 of the 
Budget and Aecounting Act, 1921. It is our considered opinion that there is no 
conflict whatsoever between the language of the new subsection 201 (b) pro- 
posed to be added by this bill and the present section 201 of that act, and that 
the proposed section 201 (b) could not be construed as restricting the authority 
to request contract authorizations in the present section 201. 

Section 2 of the Budget and Accounting Act, 1921, as amended, defines the 
term “appropriation” as used in that act as follows: 

“The term ‘appropriations’ includes, in appropriate context, funds and authori- 
zations to create obligations by contract in advance of appropriations, or any 
other authority making funds available for obligation or expenditure.” (Italic 
supplied. ) 

The use of the words “in appropriate context” contained in that definition 
makes it clear that the term “appropriation” may mean (1) the appropriation of 
funds; (2) authorizations to create obligations by contract in advance of appro- 
priations (commonly referred to as “contract authority”) ; or both (1) and (2). 
As the term “appropriation” is used in the present section 201 (d), which under 
this bill would be section 201 (a) (5), and section 203, it clearly means both 
appropriation of funds and contract authority. As that term is used in line 6, 
page 2, of the bill, however, it is used in relation to the determining of amounts 
of proposed appropriations on an accrued expenditure basis. As the term “appro- 
priation” is used in that context, it can mean only the appropriation of funds. 
Since the language in lines 6 through 9, page 2 of the bill relates only to the 
appropriation of funds, it cannot be viewed as conflicting with the authority in 
the present section 201 to include in the budget proper requests for authoriza- 
tions to create obligations in advance of appropriations. The Appropriation 
Committees of the Congress will thus have the tools to review both the complete 
programs for which contractual authorizations are requested or have been 
granted as well as the amount of funds required to meet the expenditures whic 
will accrue in the budget year. 

Moreover, it should be noted that the legislative history of this bill already 
has made it clear that contractual authorizations for long lead-time programs 
will be required when the appropriations therefor are stated on an annual accrued 
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expenditure basis. This was pointed out in the Hoover Commission Report on 
Budget and Accounting. 

It thus seems very clear to us that the existing authority to include requests 
for contract authorizations in the budget would not be abrogated by this bill and 
that the clarifying language suggested by the Department of Defense is un- 
necessary. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


Senator Kennepy. I want to thank you all. 

I would like to place in the record of the hearing a letter from 
Senator Byrd indicating his support of S. 3897. We are particularly 
glad to have his letter. He is a cosponsor of the bill, and has been 
interested in this matter for many, many years. 

(The document referred to is as follows:) 


UNITED STATES SENATE, 
COMMITTEE ON FINANCE, 
June 5, 1956. 
Hon. Joun F.. KENNEDY, 
United States Senate, Washington, D. C. 

My Dear Jack: As I have indicated before I deeply regret being unable to 
appear before the subcommittee on the Kennedy-Payne bill (S. 3789), but I shouid 
like the record to show my deep interest in the proposal. 

I am especially interested in the accrued expenditure appropriation provisions 
in the bill which I believe would be a long step toward the objective of recapturing 
legislative control over Federal expenditures. 

With my high personal regards, 

Faithfully yours, 
Harry I". Byrp. 


Senator Kennepy. I would also like to place in the record a letter 


from Congressman Reuss, of Wisconsin, along with a statement that 
he submitted to the subcommittee. 
(The document referred to is as follows:) 


CONGRESS OF THE UNITED STATES, 
HOUSE OF REPRESENTATIVES, 
Washington, D. C., June 4, 1956. 
Senator JOHN KENNEDY, 
Chairman, Subcommittee on Reorganization, 
Senate Government Operations Committee. 
DeEAR SENATOR KENNEDY: I should appreciate the insertion of the enclosed 
statement in the record of the current hearings on S. 3897. 
Sincerely yours, 
Henry S8. Reuss, 
Member of Congress. 


STATEMENT By Hon. Henry S. Reuss, A REPRESENTATIVE IN CONGRESS FROM THE 
FirtH DISTRICT OF WISCONSIN 


Mr. Chairman, I wish to express my support of S. 3897 because of my strong 
belief that the utmost efficiency and economy in Government operations are not 
only compatible with, but are absolutely essential to, effective functioning of the 
enormous range of activities of the Federal Government. In the House of 
Representatives, I have introduced H. R. 11052, similar to S. 3897, and likewise 
based on the recommendations of the Hoover Comission. 

The fundamental purposes of 8S. 3897 are: 

(1) To make the Bureau of the Budget responsible for developing comprehen- 
sive reports, other than purely fiscal reports, showing the financial results of the 
Government as a whole each year; 

(2) To require the use of cost-based budgets and accrual accounting in all 
Government agencies ; 
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(3) To place Bureau of the Budget personnel in Government agencies to keep 
a careful review of the budgeting process. 

These are etchnical matters developed by experts but their aim is very simple: 
to make sure that our fiscal control system operates as efficiently as possible. By 
tightening up the budgeting and accounting processes, I believe that we could 
save many millions of dollars. We could avoid such costly mistakes as the recent 
waste of $250 million on unusable Navy fighter planes which apparently was 
caused by lack of adequate regular review of ongoing programs. 

1 hope this committee will give its prompt and sympathetic consideration to 8. 
3897. 


Senator Kennepy. Also a letter from Mr. Miles Kennedy, repre- 
senting the American Legion. 
(The document referred to is as follows :) 


THe AMERICAN LEGION, 
WASHINGTON HEADQUARTERS, 
Washington, D. C., June 1, 1956. 
Hon. JoHN F. KEnNEpy, 
Chairman, Subcommittee on Reorganization, 
Senate Committee on Government Operations, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR KENNEDY: Referring to the hearings scheduled to be held on 
June 4-6, 1956, by the Subcommittee on Reorganization of the Senate Committee 
on Government Operations on the bills 8S. 3897, S. 3199, S. 2369 and S. 2480, I 
would like to submit the following on behalf of the national organization of the 
American Legion. 

The bills S. 2369 and 8S. 2480 are identical and are intended to provide for im- 
proving accounting methods in the executive branch of the Government. The 
American Legion does not oppose the objective sought to be accomplished by the 
bills. We feel, however, that the subcommittee should make it clear that, with 
reference to personnel selected by the executive agencies, the function of the 
Bureau of the Budget is to be advisory rather than directory. We make par- 
ticular reference to sections 120 (b) (4) and 121 (a). It would seem contrary 
to sound administrative practice to weaken the authority and responsibility 
of the executive agency by imposing upon it the mandate of another agency in 
personnel affairs. The proper role of the Budget Bureau is, we believe, in the 
field of methods and procedures. 

With reference to section 121 (a), line 5, page 3, we suggest that the language 
be rephrased to make it clear that the Comptroller is to be responsible to the head 
of the executive agency and not to the Assistant Director for Accounting. 

I would appreciate it if this letter could be given consideration by your sub- 
committee in connection with your deliberations on these bills and also incor- 
porated in the record of the hearings thereon. 

Thanking you for your cooperation, I am, 

Sincerely yours, 
Mites D. KENNeEDy, Director. 

Senator Krennepy. The record will be kept open for a few days for 
inclusion of statements or letters which may arrive after these hear- 
ings have concluded, 

The subcommittee will now conclude its hearings and go to executive 
session. 

(Whereupon at 11:50 a. m. the subcommittee proceeded to further 
business. ) 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., June 21, 1956. 
Hon. JouHn F, KENNEDY, 
Chairman, Subcommittee on Reorganization, 
Committee on Government Operations, 
United States Senate, Washington, D. C. 

My Dear Mr. CHAIRMAN: As requested during the hearings held by your 
committee on 8S. 3897, I am enclosing a comparison of an appropriation request on 
the present obligation basis with the way it might be presented on the accrued 
expenditure basis. 

Sincerely yours, 
Percy RAPPAPORT. Assistant Director. 


Comparison of existing obligation appropriation presentation with proposed 
accrued expenditure appropriation presentation for U. 8S. Coast Guard oper- 
ating expenses appropriation 


PRESENT OBLIGATION BASIS 
w en Pen 
1955 actual | 1956 estimate | 1957 estimate 


SS ome 





Obligations by activities: | 
1. Vessel operations --- $42, 666, 260 $44, 214, 795 $44, 654, 272 
2. Aviation operations. --..-..-- --| , 13,953, 945 15, 477, 086 16, 844, 687 
3. Shore stations and aids operations. 34, 431, 049 35, 578, 710 36, 387, 611 
4. Repair and supply facilities. ...........---------.------ 14, 074, 989 16, 563, 394 16, 166, 086 
5. Training and recruiting facilities - 7, 627, 524 8, 134, 328 8, 358, 518 
6. Administration and operational control - 19, 378, 047 20, 097, 810 20, 178, 441 
7. Other military personnel ouuaess. einssesecd wsabidacsvase 14, 534, 260 14, 454, 701 15, 842, 199 
8. Supporting programs 8, 130, 594 6, 918, 176 6, 918, 176 


Total obligations 154, 796, 668 | 161, 439, 000 





PROPOSED ACCRUED EXPENDITURE BASIS 





| 1955 actual |1956 estimate |1957 estimate 
ah dll lS ee a Dd 


Costs by activities (A): 
1. Vessel operations | $44,013,698 | $44, 845,777 $45, 285, 254 
2. Aviation operations __.-- -- Seacdeahcleieeiilhtinsts oie tales on 17, 387, 949 18, 405, 432 
3. Shore stations and ‘aids operations... 34, 865, 324 36, 007, 550 36, 816, 451 
4. Repair and supply facilities 14, 231, 320 15, 872, 072 15, 474, 764 
5. Training and recruiting facilities 7, 712, 243 8, 389, 657 8, 613, 857 
6. Administration and operational control | 19, 593, 279 20, 111, 102 20, 191, 733 
7. Other military personnel expenses .-| 14,707,472 14, 109, 372 15, 496, 870 
8. Supporting programs 9, 391, 789 5 7,6 7 
9. Adjustment of prior year costs 815, 071 





Total costs 160, 591, 333 
Relation of costs to appropriations (B): Decrease (—) in se- 
lected resources available for future application to activity | 
—4, 941, 672 
Total accrued expenditures | 155, 649,661 | 160,190,992 | 164, 943, 308 


Less expenditures financed by prior year appropriations ? | —11, 254, 980 | —10, 255, 389 —11, 510, 000 





Accrued expenditures requiring appropriation (C) 144, 394,681 | 149, 935, 5, 608 153, 422, 308 


See footnotes at end of table. 
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Comparison of existing obligation appropriation presentation with proposed 
accrued expenditure appropriation presentation for U. 8. Coast Guard “Oper- 
ating expenses” appropriation—Continued 


PROPOSED ACCRUED EXPENDITURE BASIS—Continued 


1955 actual | 1956 estimate | 1957 estimate 








Contract authorization (D): 
Total contract authority required _---. ; : $10, 917, 305 $11, 503, 397 $11, 916, 692 
Orders and contracts issued 3__- ‘ 10, 401, 987 11, 503, 397 11, 916, 692 


Unused authority lapsed ie BER GAO Sehidintctionn iri 


1 This line would be supported by a supplementary schedule that would show the year-end balances. 
together with the change in balances from year to year, of stores, advances and other resources available 
for use in carrying out programs in succeeding years. 

2 This adjustment would be necessary only during the period of conversion from obligation appropria- 
tions. It is needed during this period because prior appropriations made on an obligation basis also gave 
the agency authority to expend in the same amount. Thus, all goods received that were ordered by Coast 
Guard under obligation appropriations (the amounts shown on this line) do not need an expenditure 
authorization from Congress. This adjustment would not appear in an accrued expenditure appropriation 
schedule when the agency completes the conversion. 

8’ This line would be supported by a supplementary schedule that would identify the subsequent years 
in which the goods ordered under contract authority would be delivered. 


POINTS OF SIGNIFICANCE IN COMPARING AN OBLIGATION APPROPRIATION 
PRESENTATION WITH AN ACCRUED EXPENDITURE APPROPRIATION PRESEN- 
TATION 


A. Under an accrued expenditure appropriation— 

(A) Activities would be shown in terms of goods and services consumed—a more accurate indicator 
of the size of proposed programs. 

(B) The planned use of inventories and other available resources would be brought out—together with 
the balances of such resources on hand in the agency at the end of each year. 

(C) The appropriation on an annual accrued expenditure basis would eliminate the large carryover 
of appropriation balances. 

(Db) Separate congressional approval would be needed for authority to place orders in one year to insure 
the delivery of goods in subsequent years. Each year Congress w euld review the programs for which 
contract authority was previously granted. Amounts required for the payment of goods and services 
to be received in the budget year, which were ordered in previous years under contract authority, 
would be included in the request for appropriation on the accrued expenditure basis. 


x 











